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Council  Foreword 


The  studies  in  this  book  were  first  presented  at  a  conference  entitled 
Government  Employees:  Wages  and  the  Right  to  Strike,  held  7-8 
January  1985  at  the  Sutton  Place  Hotel,  Toronto,  Ontario.  The  con¬ 
ference  brought  together  representatives  of  business  and  labour, 
academics,  and  professional  arbitrators  in  order  to  analyse  and 
discuss  issues  relating  to  public  sector  compensation  and  bargaining 
procedures  across  Canada. 

The  Council  hopes  that  these  collected  papers  will  provide  a 
valuable  assessment  of  the  objectives  of  arbitration  and  the  merits  of 
bargaining  mechanisms  implemented  federally  and  in  each  of  the 
provinces,  as  well  as  the  impact  of  federal  and  provincial  restraint 
programs. 


PUBLIC  SECTOR  COMPENSATION 


Public  sector  pay: 
the  British  perspective 

Richard  Layard 


The  pay  of  public  employees  is  subject  to  no  simple  market  test.  This 
leads  to  two  fundamental  questions.  How  has  public  sector  pay  been 
determined  up  to  now?;  and  how  should  it  be  determined  in  future?  I 
shall  confine  my  answers  to  Britain. 

SOME  STATISTICS 

Let  me  start  with  some  basic  data  that  I  shall  later  try  to  explain. 
First,  I  shall  examine  whether  public  servants  have  been  gaining  or 
losing  income  relative  to  private  sector  employees.  Typically,  public 
servants  think  they  have  been  losing  on  balance  and  other  people 
think  they  have  been  gaining.  Tables  1  and  2  give  data  for  the  public 
sector  as  a  whole  and  for  the  nonindustrial  civil  service  in  particular. 
It  turns  out  that  there  have  been  wild  fluctuations  in  earnings  gaps 
between  the  two  groups  but  no  long-run  trend  (except  a  slight  upward 
trend  for  manual  workers).  To  my  mind,  this  points  to  a  vital  lesson 
for  policy.  It  is  these  swings  that  make  both  groups  feel  that  they  have 
lost  out  to  the  other.  Any  system  that  can  damp  these  nonfunctional 
short-run  swings  will  improve  the  general  contentment  of  the  nation. 

The  numbers  quoted  relate  to  crude  weekly  earnings.  If  one  wants 
to  compare  true  compensation  one  needs  to  take  into  account  a  lot 
more  than  that.  During  the  1982  civil  service  pay  dispute  we  were 
asked  by  the  Megaw  Committee  (set  up  to  propose  new  procedures)  to 
study  how  other  aspects  of  pay  structure  affected  the  comparison 

Richard  Layard  is  Professor  of  Economics  and  Head  of  the  Centre  for  Labour  Economics 
at  the  London  School  of  Economics,  England. 


3 


TABLE  1 


Public  sector  pay  as  percentage  of  private  sector  pay  (full-time  males  over  21, 
comparison  of  median  weekly  earnings) 


Manual 

Nonmanual 

1971 

94.4 

106.3 

1972 

96.2 

110.5 

1973 

97.3 

106.5 

1974 

96.4 

108.5 

1975 

105.2 

113.4 

1976 

104.4 

118.2 

1977 

102.7 

114.6 

1978 

100.0 

107.3 

1979 

99.1 

104.2 

1980 

104.6 

108.0 

1981 

107.4 

113.4 

1982 

106.2 

110.8 

1983 

106.7 

109.6 

1984 

103.8 

105.6 

NOTE:  The  public  sector  includes  central  government  (mainly  the  civil  service  and 
National  Health  Service  -  not  the  armed  forces),  local  government  (mainly  admin¬ 
istration,  education,  housing,  and  social  services),  and  public  corporations  (especially 
mines,  utilities,  rail,  buses,  airways,  ports,  post,  and  telecommunication).  The  ratio  is 
roughly  2:3:2. 

SOURCE:  Department  of  Employment  (various  years)  New  Earnings  Survey. 


TABLE  2 

Central  government  pay  as  percentage  of  private  sector  pay  (full-time  nonmanual  males 
over  21,  comparison  of  mean  weekly  earnings)  (1970  =  100) 


1960 

97.4 

1971 

105.2 

1961 

98.2 

1972 

99.2 

1962 

97.5 

1973 

97.2 

1963 

98.5 

1974 

101.9 

1964 

93.7 

1975 

102.2 

1965 

100.1 

1976 

107.2 

1966 

94.8 

1977 

101.6 

1967 

93.4 

1978 

96.2 

1968 

96.2 

1979 

92.8 

1969 

98.6 

1980 

105.8 

1970 

100.0 

1981 

104.0 

SOURCE:  Layard  et  al.  (1982),  Tables  3  and  4. 
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TABLE  3 

Average  weekly  earnings  by  sex  and  sector,  April  1984  (full-time  employees  on  adult 
rates) 


Men 

Women 

Manual 

Nonmanual 

All 

Manual 

Nonmanual 

All 

Public  sector 

Central  government 

137 

200 

179 

94 

122 

118 

Local  government 

129 

206 

181 

92 

150 

141 

Public  corporations 

173 

223 

187 

124 

136 

134 

All 

156 

208 

183 

97 

135 

130 

Private  sector 

151 

210 

176 

92 

113 

107 

All 

153 

209 

179 

94 

124 

117 

SOURCE:  Department  of  Employment,  New  Earnings  Survey  (1984),  p.  A.  17. 


(Layard  et  al.  1982).  We  found  that  although  the  relative  weekly 
earnings  of  the  civil  service  increased  by  6  per  cent  over  the  period 
from  1970  to  1980,  this  rise  was  exactly  neutralized  by  other  changes. 
The  main  change  was  that  civil  service  hours  increased  slightly  while 
private  sector  hours  decreased  and  holidays  increased.  It  is  true  that 
the  relative  value  of  civil  service  pension  arrangements  improved,  but 
this  was  exactly  offset  by  the  relative  growth  of  other  fringe  benefits 
in  the  private  sector.  Thus,  any  suggestion  from  Table  2  that  there 
has  been  a  drift  upwards  in  the  relative  level  of  civil  service  pay 
during  the  1970s  can  be  discounted. 

What  about  the  absolute  level  of  public  pay?  Table  3  gives  the 
numbers  for  1984,  holding  nothing  constant.  In  an  earlier  study  for 
1973,  we  did  a  multipie-regression  analysis  of  male  hourly  earnings 
on  a  detailed  set  of  personal  characteristics  and  on  whether  the  indi¬ 
vidual  was  employed  in  the  public  or  private  sector.  Neither  for  man¬ 
ual  nor  nonmanual  workers  did  working  in  the  public  sector  make  any 
difference.1 

However,  for  manual  workers  there  has  been  some  upward  drift  in 
relative  public  pay  since  then.  If  we  add  in  the  better  pension  ar¬ 
rangements  in  the  public  sector  and  the  greater  job  security,  the  aver- 
age  public  sector  worker  may  now  be  earning  some  small  rent. 
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EXPLAINING  TRENDS  IN  PUBLIC  SECTOR  PAY 

In  discussions  of  pay  determination  in  Britain,  people  fall  into  two 
camps.  School  A  says  that  the  system  works  as  it  is  meant  to:  public 
sector  pay  is  determined  mainly  by  comparability  with  the  private 
sector,  so  that  the  decisive  action  is  in  the  private  sector,  where  eco¬ 
nomic  conditions  also  have  their  main  effect.  School  B  says  that  the 
decisive  action  is  in  the  public  sector,  which  then  has  a  demonstration 
effect  running  through  to  the  private  sector.  Which  view  is  correct? 

To  try  to  settle  this  issue,  my  colleague  Toni  Zabalza  (1984)  ran 
wage  equations  for  each  sector.  In  each  case  the  rate  of  wage  change 
in  the  sector  is  regressed  on  the  lagged  rate  of  change  of  wages  in  both 
sectors  and  on  the  lagged  rate  of  change  of  prices.  It  is  also  regressed 
on  the  lagged  ratio  of  public  to  overall  wages  and  on  a  measure  of 
excess  demand  for  labour,  on  an  incomes-policy  dummy,  and  on  time. 

The  results  are  in  Table  4  and  I  will  take  them  one  by  one.  The  key 
point  is  that  public  sector  wages  are  strongly  affected  by  lagged  pri¬ 
vate  sector  wages  and  by  the  lagged  ratio  of  public  to  overall  wages.  A 
1  per  cent  rise  in  private  sector  wages  leads  almost  at  once  to  a  0.6  per 
cent  rise  in  public  sector  wages.  But  there  is  also  a  long-run  correction 
mechanism  which  indicates  that  if  public  sector  wages  are  1  per  cent 
higher  relative  to  overall  wages  they  will  in  the  next  period  grow  1  per 
cent  less  fast.  This  explains  the  wild  fluctuations  that  I  mentioned 
earlier. 

By  contrast,  there  is  no  feed-through  from  public  sector  wages  to 
private  sector  wages.  Indeed,  the  lagged  rate  of  growth  of  public 
sector  wages  is  estimated  in  Column  2  to  have  a  negative  effect  and  is 
therefore  left  out  in  Column  3.  Further,  the  lagged  level  of  the  private 
sector  wage  relative  to  the  overall  wage  had  no  effect  at  all. 

Table  4  also  shows  that  public  sector  wages  do  not  seem  to  respond 
to  aggregate  unemployment  and  only  weakly  to  vacancies  in  the 
public  sector.  By  contrast,  demand  has  a  reasonably  significant  effect 
on  private  sector  wage  growth.  Incomes  policy  affects  both  sectors, 
with  a  slightly  stronger  short-run  effect  in  the  public  sector. 

Thus  it  is  School  A  that  is  vindicated,  and  one  might  question  how 
School  B  ever  got  taken  seriously.  The  answer  is  based  on  'media 
illusion’.  The  typical  public  sector  settlement  involves  more  workers 
and  often  indirectly  involves  politicians.  It  is  therefore  news.  And 
news  is  thought  to  reflect  the  main  forces  shaping  our  society.  Fortun¬ 
ately,  perhaps,  it  does  not.  Everybody  believes  that  public  sector 
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TABLE  4 


Regressions  to  explain  wage  inflation  of  male  manual  workers  ( 1950-81,  annual  data) 


Dependent  variable 

Public  sector 

A 

Private  sector 

A 

(1) 

(2) 

(3) 

Constant 

0.74 

-0.23 

-0.19 

(2.3) 

(1.8) 

(1.4) 

P  _x 

0.40 

0.25 

0.21 

w ,  i 

-0.04 

-0.41 

_ 

i>  2 

(0.2) 

(2.1) 

w  x 

0.63 

1.16 

0.79 

P»  2 

(2.9) 

(5.3) 

(5.6) 

(wg/w) 

-1.34 

- 

- 

(4.0) 

Vg.-* 

0.001 

— 

— 

(0.6) 

U-\ 

_ 

-0.00034 

-0.0004 

(1.6) 

(1.7) 

t 

0.003 

— 

— 

(4.1) 

D 

-0.036 

-0.024 

-0.024 

(3.7) 

(2.4) 

(2.2) 

R°- 

0.70 

0.66 

0.62 

DW 

2.55 

2.38 

2.45 

NOTES:  (-statistics  in  brackets.  Homogeneity  has  been  imposed  and  satisfies  the  F- 

test. 

# 

wg  Public  growth  in  hourly  earnings  of  male  manual  workers  over  previous  12 
months.  (Public  =  public  administration,  transport  and  communications,  and 
utilities.) 

wp  Private  manufacturing  growth  in  hourly  earnings  of  male  manual  workers  over 
previous  12  months. 
p  Rate  of  price  inflation  (RPI). 
w  Average  hourly  earnings. 

V ,  Vacancies  in  public  sector  (numbers). 

U  Unemployment  (numbers). 
t  Trend. 

D  Incomes  policy  dummies  (for  1962, 1963, 1966, 1967, 1976, 1977). 

The  earnings  data  in  the  dependent  variable  is  for  October.  The  lags  are  fractions  of  a 
year. 

SOURCE:  See  Zabalza  (1984). 
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workers  spend  more  days  on  strike  than  other  workers.  But  in  most 
five-year  periods  this  is  not  true. 

I  maintain,  therefore,  that  public  sector  pay  is  mainly  a  matter  for 
the  public  sector,  with  only  limited  implications  for  the  rest  of  us.  But 
it  is  nonetheless  important  for  that.  So  what  principles  should  deter¬ 
mine  it? 

PRINCIPLES  OF  PUBLIC  SECTOR  PAY 

There  are  only  two  main  principles  that  should  determine  public 
sector  pay. 

1  The  first  is  ordinary  microeconomic  efficiency.  The  pay  should  be 
high  enough  to  attract  and  retain  the  right  numbers  and  quality  of 
staff.  But  it  should  not  be  much  higher,  as  this  will  discourage  the 
remaining  labour  force  from  taking  private  sector  jobs  and  will 
involve  inefficiently  high  levels  of  taxation. 

2  The  second  principle  is  more  difficult,  but  also  important.  It  could 
be  called  fairness,  but  I  would  prefer  to  say  that,  if  possible,  changes  in 
public  pay  should  not  demoralize  the  service.  In  other  words,  we  are 
not  talking  so  much  about  what  philosophers  would  call  the  fair  wage 
as  about  what  economists  would  call  the  efficiency  wage,  the  wage 
that  will  motivate  the  staff  (Stiglitz  1984;  Yellen  1984)  or  one  that 
minimizes  the  time  workers  spend  thinking  about  money. 

Perhaps  the  greatest  tragedy  of  inflation  is  that  it  has  made  every¬ 
body  so  money-conscious  -  bothered  not  only  about  their  own  but  other 
peoples’  money  (Layard  1980).  Further,  the  great  inflation  of  the 
period  since  1970  has  increased  the  variance  of  relative  public  sector 
pay  from  year  to  year.  For  the  sake  of  general  contentment  we  need  a 
system  that  minimizes  these  wobbles,  subject  to  giving  due  respect  to 
the  criterion  of  microeconomic  efficiency  as  well. 

How  can  one  square  this  circle?  The  first  step  is  to  redefine  the 
concept  of  comparability.  In  Britain  at  least,  comparability  meant, 
until  recently,  that  a  group  of  public  employees  should  be  paid  the 
same  level  of  pay  as  the  comparable  group  in  the  private  sector.  But 
there  is  of  course  no  way  in  which  one  can  even  approximately 
determine  which  private  employees  are  doing  work  of  an  equal  level  to 
that  done  in  the  public  sector  -  or  indeed  to  quantify  exactly  the 
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nonwage  elements  of  real  income  (such  as  job  security).  We  can  never 
settle  the  precise  long-run  level  of  pay.  We  therefore  suggested  to  the 
Megaw  Committee  (in  unpublished  evidence)  that  they  should  focus 
mainly  on  ensuring  not  that  similar  groups  of  workers  have  similar 
levels  of  pay  but  that  they  have  similar  growth  rates.  And  this  was 
their  central  recommendation.  The  Committee  advised  that  pay 
levels  only  be  discussed  every  four  years. 

So  how  does  this  relate  to  our  first  criterion  of  efficiency?  In  the 
long  run  the  supply  of  workers  to  the  public  sector  is  very  elastic,  and 
this  is  why  the  relative  pay  of  public  servants  exhibits  such  long-run 
stability.  In  the  short  run  the  supply  is  not  infinitely  elastic,  but  the 
efficiency  cost  of  not  adjusting  wages  up  when  the  public  service  is 
expanding  and  down  when  it  is  contracting  may  not  be  great  relative 
to  the  morale  and  industrial-relations  advantages  of  stable  rela¬ 
tivities. 

It  is  of  course  crucial  that  comparability  of  growth  rates  be  pursued 
separately  for  quite  narrowly  defined  groups  of  workers.  For  example, 
wages  have  been  growing  much  faster  for  computer  programmers 
than  for  clerks  in  the  private  sector.  The  same  must  happen  in  the 
civil  service.  But  notice  that  we  can  follow  this  principle  perfectly 
well  without  having  much  clue  at  all  as  to  which  public  programmer  is 
worth  as  much  as  which  private  programmer. 

Thus  my  suggested  procedure  would  be  as  follows: 

-  Establish  a  presumption  in  favour  of  equality  of  growth  rates 
between  public  service  and  comparable  private  sector  pay. 

-  In  addition,  monitor  quit  rates  and  recruitment  rates  in  the  public 
service.  If  net  employment  in  the  public  service  is  falling  when  one 
does  not  want  it  to,  then  pay  should  rise  faster  than  comparability 
would  indicate,  and  vice  versa. 

Some  people  have  suggested  that  the  public  service  quit  rates 
should,  for  purposes  of  this  analysis,  be  compared  to  those  in  the 
private  sector.  But  this  could  be  most  misleading  and  it  is  thus  not 
clear  to  me  why  it  is  relevant.  What  matters  is  whether  the  civil 
service  can  staff  itself  satisfactorily. 

This  raises  the  problem  of  the  definition  of  satisfactory  staffing.  It 
would  be  nice  if  there  were  some  scientific  touchstone  of  adequacy, 
such  as  relative  quit  rates  in  the  public  service  and  private  sector,  but 
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there  is  not:  we  have  to  make  judgements  about  whether  quality  is 
satisfactory.  However,  in  this  context  it  is  worth  collecting  factual 
evidence  on  the  relative  quality  of  the  public  service  and  the  private 
sector. 

With  regard  to  involving  market  criteria,  these  should  relate 
mainly  to  the  staffing  situation  within  the  public  service.  But  overall, 
market  criteria  should  only  be  used  when  there  is  a  strong  indication 
that  comparability  of  growth  rates  is  not  a  satisfactory  rule  of  thumb. 
I  think  that  this  agrees  broadly  with  the  philosophy  of  the  Megaw 
Committee. 

INSTITUTIONAL  ARGUMENTS 

I  have  talked  so  far,  as  economists  will,  as  though  I  were  God.  But 
wages  are  determined  by  men  and  not  by  God.  Collective  bargaining 
is  the  central  mechanism.  So  how  should  this  proceed?  The  Megaw 
Committee  had  two  basic  proposals  for  the  early  stages  of  the 
negotiation. 

-  There  should  be  an  independent  Pay  Information  Board  to 
ascertain  the  facts  about  levels  and  growth  of  pay  in  the  public  service 
and  comparative  groups.  It  would  be  appointed  by  the  government. 

-  The  data  should  show  separately  the  growth  rates  of  pay  for  each 
employer  in  the  sample  of  the  comparator  group,  and  negotiations 
should  be  limited  to  growth  rates  within  the  interquartile  range  of  the 
distribution. 

If  agreement  could  not  be  reached,  there  could  finally  be  reference  to 
binding  arbitration  mediation  or  conciliation,  but  only  if  each  party 
agreed.4 

Many  observers  of  the  British  scene  have  felt  that  arrangements  for 
wage  determination  are  not  strong  enough.  Most  prominent  among 
these  has  been  James  Meade  (1982).  He  believes  that  in  any  dispute 
(public  or  private),  either  party  should  be  able  to  appeal  to  a  central 
arbitration  system  (using  final-offer  arbitration)  to  determine  the 
wage.  The  wage  would  also  have  to  lie  within  some  income-policy 
limits.  A  strike  against  these  limits  or  the  award  would  leave  the 
union  at  risk  of  civil  suit  for  the  total  of  its  funds. 

This  seems  to  me  unreasonable.  I  would  like  an  incomes  policy  for 
the  growth  of  hourly  earnings  (Layard  1982).  In  the  private  sector 
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this  would  be  supported  by  a  stiff  tax  on  employers  levied  on  all  wages 
paid  out  above  the  norm.  For,  as  we  see  from  our  regressions,  it  is  the 
private  sector  that  sets  the  level.  In  the  public  sector  the  norm  would 
simply  set  the  framework  for  negotiations.5  The  presumption  would 
be  that  in  each  period  the  public  sector  would  get  the  norm  plus  any 
excess  (in  the  previous  period)  of  the  comparator’s  growth  rate  over 
the  norm.  This  would  ensure  long-run  comparability  of  growth  rates, 
and  would  also  bring  the  current  norm  to  bear  in  the  public  as  well  as 
the  private  sector. 

This  would  be  the  presumption.  But  in  the  British  context  there  is 
no  alternative  as  yet  to  free  collective  bargaining  as  the  final 
determinant  of  the  outcome.  Within  this  framework  the  Meade  idea  of 
a  central  information  system  and  interlocking  network  of  arbitration 
seems  very  fruitful. 

Let  me  end  with  a  crude  summary.  Public  sector  pay  has  wobbled 
around  relative  to  the  private  sector,  with  no  long-run  trend.  It  is  not 
too  high  in  any  glaring  sense.  The  best  principle  of  pay  for  morale  and 
efficiency  would  be  to  ensure  equality  in  the  growth  of  public  and 
private  pay  for  relatively  narrowly  defined  occupations.  A  strong 
centralized  information  system  is  important  here.  But  the  control  of 
inflation  will  depend  above  all  on  what  happens  in  the  private  sector, 
since  this  sets  the  lead. 

NOTES 

1  See  Layard  et  al.  (1978).  The  co-efficients  on  the  public  sector 
dummy  (and  ^-statistics)  were:  manual  .01  (0.7);  nonmanual  .03 
(1.1).  Miners,  however,  did  get  much  higher  than  the  predicted 
wage  and  have  been  excluded  from  the  analysis.  The  personal 
characteristics  covered  were  educational  qualifications  and  years 
of  education,  years  of  work  experience,  race,  region,  marital 
status,  and,  in  the  private  sector,  concentration  ratio  of  the  indus¬ 
try  concerned. 

2  The  Scott  Committee  on  public  sector  pensions  valued  civil  service 
pensions  relative  to  private  pensions  as  worth  6.5  per  cent  of 
wages  in  1980. 

3  In  a  different  analysis,  Foster  and  Trinder  (1984)  claim  to  find 
effects  leading  from  public  corporations  to  the  rest  of  the  economy. 
However,  in  their  analysis  neither  the  rate  of  price  inflation  nor 
the  pressure  of  demand  are  allowed  to  affect  wages,  nor  is  homo¬ 
geneity  imposed.  In  their  final  equations  the  lagged  own-wage 
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inflation  does  not  appear  either.  The  study  is  concerned  with 
weekly  earnings  using  national  accounts  data. 

4  This  represents  a  departure  from  earlier  arrangements  which 
involved  binding  arbitration  at  the  request  of  either  party. 

5  One  could  alternatively  apply  the  tax  in  the  public  sector.  This 
would  not  simply  involve  transfers  between  branches  of  govern¬ 
ment  since,  with  cash  limits,  greater  employment  effects  would  be 
involved  in  excessive  pay  claims  than  in  the  absence  of  the  tax. 
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Evidence  on  US  experiences  with 
dispute-resolution  systems 

Orley  Ashenfelter 


INTRODUCTION 

My  purpose  in  this  paper  is  to  report  the  results  of  recent  quantitative 
analyses  of  interest-arbitration  systems  operating  in  the  United 
States.  Arbitration  systems  for  settling  wage  disputes  ('interest  arbi¬ 
tration’)  in  the  public  sector  have  operated  in  some  US  states  since  the 
1960s.  Although  similar  in  that  they  provide  binding  resolution  of 
wage  (and  other  employment-related)  disputes,  the  various  states 
have  tended  to  experiment  by  adopting  somewhat  different  systems. 
This  opens  up  the  possibility  of  exploring  and  comparing  how  the 
various  systems  work,  and  that  is  the  major  purpose  of  the  research  on 
which  I  report  below. 

The  structure  of  the  paper  is  as  follows:  I  first  set  out  the  broader 
context  in  which  interest  arbitration  has  become  a  feature  of  public 
sector  wage  determination  in  the  United  States.  The  purpose  of  this 
discussion  is  to  show  how  these  dispute-resolution  institutions  arose 
in  a  US  context  which  differs,  as  we  shall  see,  from  the  Canadian  and 
British  settings.  The  following  two  sections  of  the  paper  describe 
analyses  of  arbitration  systems  for  New  Jersey  police  officers  and  for 
Iowa  state  and  local  employees.  The  purpose  of  these  two  sections  is  to 

Orley  Ashenfelter  was  a  visitor  to  the  Centre  for  Labour  Economics,  London  School  of 
Economics  at  the  time  of  this  conference  and  is  now  Professor  of  Economics  and  Director 
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his  collaborators,  David  Bloom,  James  Dow,  and  Daniel  Gallagher,  for  the  opportunity 
to  present  the  preliminary  results  of  their  joint  research. 
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present  in  a  nontechnical  manner  the  statistical  operating  char¬ 
acteristics  of  two  functioning  arbitration  systems.  I  believe  even  a 
casual  reader  will  be  struck  by  the  statistical  regularities  that  the 
operating  characteristics  of  these  systems  display.  I  also  believe  that 
even  a  passing  understanding  of  these  operating  characteristics  will 
make  it  clearer  just  what  we  can  and  cannot  expect  these  arbitration 
systems  to  accomplish. 

In  a  final  section  of  the  paper  I  try  to  extract  the  general  conclu¬ 
sions  that  are  emerging  from  the  new  research  on  interest-arbitration 
systems.  Some  of  these  conclusions  are  virtually  conjectures  at  this 
point,  while  others  have  a  considerable  grounding  in  hard-research 
results. 

THE  CONTEXT  OF  INTEREST  ARBITRATION  IN  THE  UNITED  STATES 

I  do  not  intend  to  survey  the  detailed  evolution  of  interest-arbitration 
systems  in  the  United  States,  as  that  has  been  ably  accomplished  by 
my  colleague  Richard  Lester  in  his  recently  published  Labor  Arbitra¬ 
tion  in  State  and  Local  Government }  My  goal  is  instead  to  give  the 
general  context  for  the  arbitration  legislation  that  has  been  estab¬ 
lished,  and  to  explain  how  it  tends  to  operate. 

The  right  to  strike 

For  a  variety  of  reasons,  US  local  and  state  public  sector  workers  do  not 
have  the  right  to  strike  (or  even  to  bargain  collectively)  unless  they 
are  specifically  given  these  rights  by  the  state  governments  in  the 
states  in  which  they  negotiate.  This  situation  contrasts  sharply  with 
the  rights  of  private  sector  workers  in  the  United  States  and  the  rights 
of  private  and  public  sector  workers  in  other  countries.  In  Great 
Britain,  for  example,  it  is  taken  for  granted  that  both  private  and 
public  sector  workers  will  collectively  bargain  and,  when  a  dispute  is 
unresolved,  go  on  strike.  Private  sector  workers  in  the  United  States 
face  a  variety  of  labour-law  regulations,  but  ultimately  these  workers 
may  also  organize  and  strike.  As  in  so  many  other  matters  of  public 
policy,  the  Canadian  situation  seems  to  fall  between  the  US  and 
British  cases.  Although  private  sector  workers  and  many  public  sec¬ 
tor  workers  have  the  right  to  strike  in  Canada,  arbitration  is  some¬ 
times  legislated  to  replace  the  strike  either  on  an  ad  hoc  or  systematic 
basis  in  some  of  the  provinces. 
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Today  most  of  the  workers  in  the  US  public  sector  do  not  have  the 
right  to  strike.  In  many  places  public  sector  workers  also  do  not 
belong  to  unions  or  engage  in  collective  bargaining:  workers  not  will¬ 
ing  to  accept  employer-determined  pay  scales  or  working  conditions 
are  expected  to  quit  and  look  for  another  position.  Elsewhere,  how¬ 
ever,  public  sector  workers  often  have  been  given  both  the  right  to 
form  unions  and  to  engage  in  collective  bargaining,  although  they  still 
do  not  have  the  option  to  strike.  In  this  situation,  one  may  naturally 
ask  why  public  sector  employers  are  willing  to  submit  disputes  to  arbi- 
tration  at  all. 

Although  the  varying  politics  of  the  various  states  no  doubt  play  a 
role,  it  seems  likely  that  public  employers  have  grudgingly  acquiesced 
in  the  establishment  of  arbitration  laws  in  some  states  largely  to  re¬ 
duce  the  number  of  illegal  strikes  that  would  otherwise  have  occurred. 
In  effect,  the  state  legislators  have  often  co-operated  with  public  sector 
unions  to  design  a  statute  that  will  settle  disputes,  rather  than  allow 
the  disputes  to  drag  on  indefinitely  in  the  face  of  employer  resistance 
and  the  illegality  of  strikes.  Subsequently,  employer  resistance  has 
often  diminished. 

As  a  general  rule,  therefore,  US  public  sector  trade  unions  obtain 
some  leverage  in  collective  bargaining  negotiations  when  the  pos¬ 
sibility  of  an  arbitrated  contract  lurks  in  the  background.  This  may 
be  the  reason  why  interest  arbitration  of  public  sector  wage  disputes  is 
more  acceptable  to  union  workers  and  their  leaders  in  the  United 
States  than  in  other  countries. 

The  structure  of  arbitration 

The  two  most  common  forms  of  interest  arbitration  in  use  in  the 
United  States  are  conventional  arbitration  and  final-offer  arbitration. 
Each  of  these  operates  much  like  an  informal  judicial  system.  The 
parties  are  often  represented  by  attorneys  and  they  present  their  cases 
to  a  neutral  arbitrator.  In  conventional  arbitration  the  arbitrator 
may  fashion  any  award  deemed  suitable,  while  in  final-offer  arbi¬ 
tration  each  party  must  present  an  offer  and  the  arbitrator  must  select 
one  or  the  other  without  compromise. 

The  'chilling’  effect 

In  the  casual  discussion  of  arbitration  systems  it  is  often  claimed  that 
the  final-offer  arbitration  system  is  more  likely  than  the  conventional 
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arbitration  system  to  lead  the  parties  to  present  reasonable  offers  for 
the  arbitrator’s  decision.  This  conclusion  is  usually  based  on  a  very 
specific  idea  of  how  arbitrators  are  likely  to  function  in  the  con¬ 
ventional  arbitration  systems.  The  idea  seems  to  be  that  arbitrators 
will,  for  the  most  part,  attempt  to  fashion  awards  that  fall  precisely  in 
the  centre  of  the  employer  and  union  offers.  If  we  assume  the  parties 
know  that  this  will  be  the  arbitrator’s  behaviour,  they  will  surely  wish 
to  present  extreme  demands.  For  the  more  extreme  a  party’s  demand, 
the  more  the  party  gains  in  the  compromise.  Before  the  arbitrator 
selects  an  award,  the  parties  will  present  no  useful  information  on 
what  concessions  they  might  be  willing  to  make.  This  is  sometimes 
known  as  the  ’chilling  effect’  of  arbitration. 

It  is  sometimes  said  that  final-offer  arbitration  is  not  so  likely  to 
produce  a  chilling  effect  on  bargaining,  as  the  parties  would  be 
unlikely  to  take  an  extreme  position  for  fear  that  the  arbitrator  might 
select  a  more  reasonable  offer  made  by  the  other  party.  It  is  easy  to 
see  that  this  conclusion  is  also  arrived  at  by  assuming  that  arbitrators 
behave  in  a  specific  way.  In  particular,  how  are  we  to  suppose  an 
arbitrator  determines  that  one  offer  is  more  reasonable  than  another? 
The  natural  equivalent  to  assuming  that  the  arbitrator  splits  the 
difference  in  conventional  arbitration  is  to  assume  that  the  arbitrator 
flips  a  coin  to  choose  a  final  offer.  If  this  were  the  arbitrator’s  beha¬ 
viour,  however,  it  is  obvious  that,  instead  of  rewarding  moderate 
behaviour,  the  arbitrator  would  be  rewarding  the  party  making  the 
more  extreme  demand  with  a  fifty  per  cent  chance  of  success!  Appar¬ 
ently,  the  alleged  superiority  of  final-offer  arbitration  depends  on  the 
assumption  that  arbitrators  will  change  their  behaviour  when  con¬ 
fronted  by  the  final-offer  arbitration  procedure. 

The  effect  of  arbitral  uncertainty 

Of  course,  this  discussion  of  conventional  and  final-offer  arbitration 
depends  entirely  on  the  characterization  of  arbitrators  as  simply 
'splitting  the  difference’  in  one  way  or  another  between  the  parties’ 
offers  in  determining  awards.  Many  arbitrators,  and  some  scholars, 
have  begun  to  assert  that  this  is  not  the  way  that  arbitrators  behave 
in  any  actual  ongoing  arbitration  system.  Instead,  it  is  argued  that 
arbitrators  appear  to  behave  in  a  similar  way  regardless  of  the  type  of 
system  under  which  they  are  asked  to  operate. 
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In  this  view,  the  arbitrator  first  arrives  independently  at  some 
notion  of  a  'reasonable’  award  based  on  the  facts  of  the  individual  case. 
Although  precisely  how  a  reasonable  award  is  fashioned  is  not  com¬ 
pletely  .specified,  it  seems  very  likely  that,  whatever  the  procedure,  it 
will  produce  awards  that  differ  from  place  to  place  and  from  arbitrator 
to  arbitrator.  It  also  seems  likely  that  some  of  these  differences  in 
arbitrators’  preferred  awards  will  remain  unpredictable  both  to  the 
parties  and  to  outside  observers. 

In  conventional  arbitration,  the  arbitrator  then  proceeds  to  fashion 
an  award  that  may  to  some  extent  take  into  account  both  the  positions 
of  the  parties  and  the  arbitrator’s  own  determination  of  a  reasonable 
award.  Under  final-offer  arbitration,  on  the  other  hand,  an  arbitrator 
will  choose  whichever  final  offer  is  the  closer  to  the  arbitrator’s  own 
determination  of  a  reasonable  award.  Given  the  uncertainty  asso¬ 
ciated  with  an  arbitrated  award,  according  to  this  analysis,  we  can 
expect  a  considerable  incentive  for  the  parties  to  negotiate  their  own 
settlement,  regardless  of  whether  the  arbitration  system  is  conven¬ 
tional  or  final-offer.  There  is,  therefore,  no  'chilling  effect’  caused  by 
the  existence  of  either  arbitration  system.  The  chilling  effect  dis¬ 
appears  so  long  as  arbitrators  introduce  exogenous  information  into 
their  decisions  in  a  way  that  is  to  some  extent  unpredictable  by  the 
parties.  It  is  this  uncertainty  about  their  prospects  that  gives  the 
parties  an  incentive  to  negotiate  their  own  settlement  in  order  to 
avoid  the  gamble  that  an  arbitrator’s  decision  represents. 

This  discussion  is  a  far  cry  from  the  simple  analysis  of  the  chilling 
effect  of  conventional  arbitration  with  which  I  started.  If  it  is  a  correct 
description  of  the  way  the  arbitration  process  actually  works,  then  it 
is  clear  that  the  simpler  comparison  of  conventional  and  final-offer 
arbitration  with  which  I  started  may  be  quite  misleading.  Moreover, 
the  correct  comparison  between  what  may  be  expected  under  these 
two  arbitration  institutions  will  be  considerably  more  complicated, 
and  perhaps  less  conclusive.  Which  of  these  two  analyses  of  the  way 
arbitrators  behave,  then,  are  we  to  accept? 

Ad  hoc  versus  systematic  arbitration 

In  my  view  both  of  these  analyses  have  merit  in  the  situations  they 
were  designed  to  describe.  The  confusion  arises  from  failing  to  specify 
whether  the  analysis  is  to  be  applied  to  (a)  an  ongoing  arbitration 
system  where  the  parties  will  bargain  repeatedly  in  the  face  of  the 
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same  fixed,  system-wide  rules,  or  to  (b)  an  ad  hoc,  one-time  arbitration 
of  a  single  dispute. 

Consider  a  situation  where  the  parties  have  bargained  with  offer 
and  counteroffer  to  a  stalemate.  Suppose  that,  contrary  to  the  expec¬ 
tation  of  the  parties,  arbitration  of  the  dispute  is  imposed  by  a  third 
party,  and  that  the  arbitrator  is  made  aware  of  the  positions  of  the 
parties  only  at  the  point  of  stalemate.  Since  the  parties  had  no  prior 
reason  to  suppose  that  an  arbitrator  would  be  brought  to  the  scene, 
there  is  no  reason  for  the  arbitrator  to  suppose  that  the  positions  of  the 
parties  represent  a  mere  bargaining  posture.  Instead,  the  arbitrator 
will  assume  that  the  parties’  positions  reflect  reasonable  concessions 
from  both  sides.  Under  these  circumstances,  it  will  be  natural  for  the 
arbitrator  to  propose  a  settlement  that  'splits  the  difference’  or  lies 
midway  between  the  positions  advanced  by  the  parties  at  the  point  of 
stalemate.4 

It  is  also  clear,  however,  that  this  procedure  will  only  work  once.  In 
future  bargaining  efforts,  the  parties  will  be  expecting  the  arbitrator 
to  proceed  in  the  same  way  and  split  the  difference  in  fashioning  an 
award.  This  will,  of  course,  condition  the  parties  to  make  more 
extreme  offers  purely  for  the  sake  of  impressing  the  arbitrator  at  the 
point  of  compromise.  This  is  the  chilling  effect  alleged  to  result  from 
conventional  arbitration.  Final-offer  arbitration  is  a  natural  proposal 
to  remedy  this  situation,  but  its  effectiveness  depends  on  the  assump¬ 
tion  that  the  arbitrator  does  not  merely  flip  a  coin  to  make  a  fair 
decision.  Thus  the  advantage  of  final-offer  arbitration  is  entirely  a 
result  of  the  assumption  that  the  arbitrator  changes  behaviour  under 
one  system  as  opposed  to  another. 

In  practice,  the  arbitration  systems  used  in  the  US  public  sector  are 
not  of  the  ad  hoc  variety.  They  are  instead  fully  specified  systems 
within  which  the  parties  engage  in  repeated  bargaining.  It  is  natural 
in  such  systems  to  carry  out  private  negotiations  away  from  any 
potential  arbitrator’s  presence  so  that  offers  and  counteroffers  will  not 
be  used  by  one  party  against  the  other  during  any  subsequent  arbi¬ 
tration  hearing.  (Indeed,  it  might  be  argued  that  arbitration  statutes 
should  be  designed  to  further  this  purpose,  so  as  to  avoid  any  chilling 
effect  of  the  statute.)5  The  result  is  that  arbitrators  are  aware  from 
the  outset  in  these  systems  that  the  parties’  offers,  when  presented  in 
an  arbitration  proceeding,  are  designed  as  bargaining  positions.  Since 
arbitrators  cannot  determine  with  certainty  that  the  offers  presented 
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by  the  parties  are  realistic  attempts  at  compromise,  it  follows  that  the 
arbitrator  will  necessarily  be  compelled  to  use  external  criteria,  at 
least  in  part,  in  fashioning  an  award.  This  will  be  the  case  regardless 
of  whether  the  arbitrator  is  operating  under  a  system  of  conventional 
or  final-offer  arbitration  system.  Thus,  a  continuing  arbitration  sys¬ 
tem  seems  likely  to  implicitly  require  arbitrators  to  introduce  external 
criteria  in  fashioning  an  arbitration  award,  regardless  of  whether 
there  is  a  system  of  conventional  or  final-offer  arbitration. 

Simulation  evidence  on  arbitral  uncertainty 

These  are,  of  course,  abstract  arguments.  As  it  turns  out,  there  is  con¬ 
siderable  evidence  emerging  to  support  the  view  that  arbitral  uncer¬ 
tainty  and  arbitrator  reference  to  external  criteria  are  important 
aspects  of  the  operating  characteristics  of  US  arbitration  systems. 
Moreover,  arbitrators  do  not  appear  to  change  their  decision-making 
behaviour  when  operating  under  different  systems.  There  is  also 
some  evidence  that  the  parties  behave  as  if  they  understand  this  to  be 
the  case  as  well.  Much  of  this  evidence  will  emerge  below,  and  here  I 
only  wish  to  show  how  it  is  consistent  with  a  recent  questionnaire 
study  of  practicing  arbitrators.  This  simulation  study,  by  Henry 
Farber  and  Max  Bazerman  (1984),  reports  the  results  of  presenting 
twenty-five  different  economic  scenarios  to  sixty-four  actual  arbitra¬ 
tors  who  then  fashioned  a  wage-increase  award.  Arbitrators  were 
asked  to  fashion  (or  select)  two  awards,  one  based  on  the  assumption 
that  they  were  operating  under  a  conventional-arbitration  system  and 
the  other  as  if  they  were  operating  under  a  system  of  final-offer  arbi¬ 
tration.  Although  there  are  important  limitations  to  this  approach, 
the  results  are  quite  revealing  in  that  they  are  consistent  with,  but 
add  considerable  detail  to,  the  results  reported  in  actual  cases  of 
conventional  and  final-offer  arbitration. 

A  key  finding  is  that  when  operating  under  a  conventional-arbi¬ 
tration  system,  arbitrators  are  far  more  heavily  swayed  by  the  facts  of 
the  case  (as  represented  by  wage  rates  of  comparable  workers,  the 
inflation  rates,  and  the  financial  health  of  the  company)  than  by  the 
last  offers  presented  by  the  parties.  When  the  difference  between  the 
last  offers  of  the  parties  is  small,  Farber  and  Bazerman  find  that  the 
facts  receive  about  75  per  cent  of  the  weight  in  the  arbitrator’s 
decision,  but  that  this  fraction  increases  the  further  apart  are  the  last 
offers  of  the  parties.  A  simple  interpretation  of  this  result  is  that 
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arbitrators  view  the  parties’  offers  as  typically  carrying  some  infor¬ 
mation  about  where  the  parties  might  truly  be  willing  to  settle,  but 
not  much.  As  noted  in  the  discussion  above  of  one-shot  versus  con¬ 
tinuous  arbitration  systems  above,  it  seems  likely  that  greater  weight 
will  be  placed  on  the  parties’  offers  the  less  the  arbitrator  considers 
that  the  offers  are  merely  bargaining  ploys.  Unfortunately,  the  setup 
in  Farber  and  Bazerman’s  study  does  not  permit  this  hypothesis  to  be 
tested,  and  the  design  of  such  a  test,  while  important,  may  be  difficult. 

Farber  and  Bazerman’s  results  are  obtained  by  experimentally 
varying  the  economic  environments  and  the  final  offers  that  the 
arbitrators  are  instructed  to  consider.  By  comparing  the  arbitrator’s 
awards  when  the  arbitrators  are  in  similar  environments  but  facing 
different  offers,  Farber  and  Bazerman  can  determine  the  extent  to 
which  differences  in  the  offers  influence  the  awards.  Using  similar 
methods,  Farber  and  Bazerman  also  can  determine  which  parts  of  the 
economic  environment  influence  arbitrators’  decisions.  Here  they 
find,  as  has  been  reported  by  others,  that  recent  wage  increases  in 
'comparable  settings’  receive  the  largest  weight  in  the  arbitrators’ 
decisions,  although  other  factors  are  also  of  importance. 

A  second  important  conclusion  of  Farber  and  Bazerman’s  study  is 
that  the  arbitrators  in  their  simulations  behaved  as  if  they  had 
selected  essentially  the  same  external  criteria  for  an  award  regardless 
of  whether  they  were  operating  under  a  system  of  conventional  or 
final-offer  arbitration.  In  the  case  of  conventional  arbitration,  the 
arbitrator  simply  imposed  a  reasonable  award  after  due  consideration 
of  the  facts  and  the  parties’  offers.  In  the  case  of  final-offer  arbi¬ 
tration,  the  arbitrator  selected  the  offer  that  was  closest  to  his  or  her 
own  view  of  what  would  be  a  fair  award  -  that  is,  closest  to  the  award 
the  arbitrator  would  have  imposed  in  a  conventional  arbitration  case 
where  the  parties’  offers  were  far  apart.  It  follows,  then,  that  the 
arbitrators’  behaviour  is  consistent  across  the  two  institutional  struc¬ 
tures. 

Finally,  Farber  and  Bazerman  find  that  there  is  considerable  vari¬ 
ability  in  the  awards  that  different  arbitrators  fashion  in  identical 
factual  simulations.  This  suggests,  but  does  not  prove,  that  there  may 
be  considerable  arbitral  uncertainty  facing  the  bargainers  in  interest- 
arbitration  systems.  If  the  bargainers  are  risk-averse,  such  uncer¬ 
tainty  should  naturally  produce  an  incentive  for  negotiated  settle¬ 
ments.  To  determine  whether  such  uncertainty  exists,  however,  it  is 
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necessary  to  observe  two  arbitrators  fashioning  different  awards  in 
the  same  arbitration  case.  We  will  encounter  this  situation  below. 

How  arbitrators  are  selected  and  paid 

Unlike  Britain  and  Canada,  arbitrators’  fees  are  generally  borne  by 
the  parties  in  the  United  States.  The  fee  schedule  may  be  regulated 
by  a  state  agency  that  establishes  a  maximum  fee,  but  its  payment  is 
generally  split  equally  by  the  parties. 

An  important  feature  of  US  arbitration  systems  is  that  the  parties 
generally  play  an  important  role  in  selecting  who  shall  be  the  arbi¬ 
trator  in  a  particular  case.  I  have  come  to  believe  that  this  procedure 
has  an  important  effect  on  the  stability  of  the  operating  charac¬ 
teristics  of  interest-arbitration  systems. 

The  selection  of  arbitrators  usually  proceeds  in  two  stages.  In  the 
first  stage,  a  third  (governmental)  organization  produces  a  list  of  po¬ 
tential  arbitrators.  (In  the  private  sector  this  function  is  often  served, 
for  a  fee,  by  the  nonprofit  American  Arbitration  Association.)  In  the 
second  stage,  the  parties  indicate  which  of  these  potential  arbitrators 
they  would  prefer.  Sometimes  the  list  of  proposed  arbitrators  is 
simply  passed  back  and  forth  between  the  parties,  with  each  party 
striking  one  name  off  the  list  each  time  it  is  passed,  until  one  name 
remains.  Alternatively,  the  parties  may  be  asked  to  veto  one  or  more 
names  from  the  list  and  to  rank  the  remainder.  Subject  to  an 
arbitrator’s  availability,  the  lowest  sum  of  ranks  then  determines  the 
arbitrator  selected. 

At  first  blush  it  may  seem  surprising  that  the  parties  are  asked  to 
participate  in  the  selection  of  the  arbitrator.  After  all,  if  the  parties 
are  in  a  dispute  that  they  cannot  settle,  it  may  seem  odd  that  they  are 
asked  to  select  the  arbitrator  who  will  settle  it  for  them.  In  fact,  it  is 
this  aspect  of  the  process  that  underscores  the  ultimately  co-operative 
nature  of  arbitration  systems. 

It  seems  clear  that  so  long  as  the  parties  play  so  central  a  role  in 
arbitrator  selection,  it  is  likely  that  arbitrator  behaviour  will  contain 
an  essentially  unpredictable  component.  After  all,  if  the  arbitrator’s 
position  is  known,  then  it  is  likely  that  one  or  the  other  of  the  parties 
will  have  reason  to  veto  him  or  her. 

Apart  from  this  unpredictable  component,  it  is  unclear  what  other 
factors  are  likely  to  determine  arbitrator  popularity.  In  a  remarkable 
study,  Bloom  and  Cavanagh  (1984)  examine  the  determinants  of  arbi- 
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trator  selection  using  the  actual  ranking  by  disputants  of  arbitrators 
selected  in  disputes  involving  police  officers  in  New  Jersey.  The 
evidence  from  their  study  indicates  that  both  parties  view  the  char¬ 
acteristics  of  individual  arbitrators  in  roughly  the  same  way.  This 
suggests  that  the  parties  may  be  acting  in  a  moderately  co-operative 
way  in  the  selection  of  arbitrators. 

Bloom  and  Cavanagh  ask,  and  answer,  two  questions.  First,  do  the 
parties  tend  to  rank  (and  hence  state  their  preferences  for)  the 
arbitrators  on  a  given  panel  in  a  way  that  is  positively  or  negatively 
correlated?  They  find  that  the  parties’  rankings  are  weakly  but  posi¬ 
tively  correlated.  This  implies  that  there  is  such  a  thing  as  'arbitrator 
popularity’.  The  question  of  what  determines  arbitrator  popularity 
then  remains.  First,  Bloom  and  Cavanagh  find  that  prior  win-loss 
tallies  under  final-offer  arbitration  are  uncorrelated  with  the  parties’ 
preferences.  This  suggests  that  the  parties  are  not  'punishing’  arbi¬ 
trators  for  previous  performances.  Bloom  and  Cavanagh  also  find  that 
the  main  determinant  of  arbitrator  popularity  is  the  amount  of  the 
arbitrator’s  experience.  This  suggests  that  the  arbitrator’s  'repu¬ 
tation’  is  a  key  determinant  of  the  parties’  preferences. 

Although  it  remains  conjecture  at  this  point,  it  seems  likely  that 
there  is  a  connection  between  (a)  the  fact  that  the  parties’  preferences 
are  a  key  determinant  of  arbitrator  selection  and  (b)  the  statistical 
regularity  in  the  operating  characteristics  of  the  two  arbitration 
systems  I  describe  below.  In  any  event,  the  co-operative  nature  of 
arbitrator  selection  may  well  be  an  important  factor  in  the  accept¬ 
ability  of  the  arbitrator’s  awards.  At  a  minimum,  it  seems  clear  that 
this  method  of  arbitrator  selection  is  likely  to  enhance  the  feeling  that 
the  parties  will  receive  a  'fair  shake’  in  any  arbitration  award. 
Without  doubt,  it  is  the  presence  of  such  a  'feeling’  that  determines  the 
acceptability  by  the  parties  of  the  entire  arbitration  system. 

FINAL-OFFER  ARBITRATION  IN  NEW  JERSEY6 

Unsettled  disputes  between  New  Jersey  police  unions  and  muni¬ 
cipalities  have  been  subject  to  binding  arbitration  since  1977.  The 
arbitration  law  is  designed  to  give  the  parties  considerable  leeway  in 
designing  their  own  arbitration  mechanisms.  When  the  parties  can 
agree  on  nothing  more,  however,  their  dispute  is  resolved  by  Final- 
offer  arbitration  on  the  package  of  economic  issues.  As  Table  1 
indicates,  in  1978  about  35  per  cent  of  these  bargaining  cases  were 
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TABLE  1 


The  results  of  final-offer  arbitration  of  New  Jersey  police  disputes 


1980 

1979 

1978 

Proportion  of  employer  victories 

0.266 

0.348 

0.317 

Mean  of  employer-compensation  offers 

5.70% 

6.51% 

5.01% 

Mean  of  union  compensation  offers 

8.54% 

8.29% 

7.14% 

Mean  of  final-offer-compensation  awards 

8.10% 

7.57% 

6.63% 

Standard  deviation  of  final-offer  awards 
Proportion  of  bargaining  cases  going  to 

1.41% 

1.48% 

1.19% 

final-offer  arbitration 

0.23 

0.28 

0.35 

settled  by  recourse  to  final-offer  arbitration,  although  this  percentage 
has  dropped  each  year  since. 

The  only  alternative  arbitration  mechanism  of  which  the  above- 
mentioned  parties  have  made  much  use  is  conventional  arbitration. 
As  Table  2  indicates,  in  1978  about  14  per  cent  of  their  bargaining 
cases  in  New  Jersey  were  settled  by  recourse  to  conventional  arbitra¬ 
tion,  although  this  percentage  has  subsequently  stabilized  at  about  6 
to  7  per  cent. 

It  is  natural  for  both  employers  and  unions  to  inquire  as  to  how  they 
typically  fare  under  a  final-offer  statute.  Tabulations  of 'box  scores’  or 
'win-loss’  records  are  inevitable.  Even  when  these  tabulations  are  not 
publicly  available  it  is  my  impression  that  they  are  the  subject  of 
considerable  informed  discussion  and  folklore. 

The  first  row  of  Table  1  contains  the  box  score  for  the  New  Jersey 
police  union’s  experience.  In  1978  arbitrators  selected  the  union  offer 
on  total  compensation  in  68  per  cent  of  final-offer  arbitration  cases.  In 
1979  and  1980  arbitrators  selected  the  union  offer  on  total  compen¬ 
sation  in  65  and  73  per  cent  of  final-offer  cases  respectively.  In  sum, 
under  the  New  Jersey  statute,  union  offers  have  been  selected  most  of 
the  time  in  final-offer  arbitration  cases.  There  is  no  sign  that  this  is  a 
transitory  phenomenon. 

A  simple  model 

Why  have  arbitrators  most  often  selected  the  union  offers  in  the  New 
Jersey  final-offer  arbitration  cases?  Presumably,  most  of  us  expected 
to  see  approximately  50  per  cent  of  the  union  offers  selected  under 
final-offer  arbitration.  This  is  why  the  considerably  higher  percent- 
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TABLE  2 


The  results  of  conventional  arbitration  of  New  Jersey  police  disputes 


1980 

1979 

1978 

Mean  of  conventional-compensation  awards 

Predicted  mean  of  conventional  awards  using  data 
on  final-offer-arbitration  cases  only  and  assuming 

8.26% 

8.59% 

6.55% 

'fair’  arbitrators 

8.27% 

8.51% 

7.41% 

Standard  deviation  of  conventional  awards 

Predicted  standard  deviation  of  conventional  awards 
using  data  on  final-offer-arbitration  cases  only  and 

2.10% 

2.27% 

2.21% 

assuming  'fair’  arbitrators 

Proportion  of  bargaining  cases  going  to 

1.48% 

2.54% 

2.70% 

conventional  arbitration 

0.07 

0.06 

0.14 

ages  listed  in  Table  1  seem  surprising.  To  understand  why  this  might 
not  be  a  reasonable  presumption,  it  is  necessary  to  spell  out  what 
underlying  model  of  arbitrator,  union,  and  employer  behaviour  would 
have  produced  this  50-50  result. 

It  seems  reasonable  to  suppose  that  a  fair  arbitrator  would  be  one 
who  considers  the  objective  considerations  in  a  particular  case  and 
then  settles  on  what,  in  the  arbitrator’s  mind,  seems  a  preferred 
settlement.  As  I  have  observed,  there  is  little  consensus  on  precisely 
how  arbitrators  determine  their  preferred  awards  other  than  that 
they  represent  a  sort  of  'going  rate’.  Given  that  the  arbitrator  has 
determined  a  preferred  award,  however,  it  seems  clear  that  a  fair 
arbitrator  must  select  whichever  offer  is  closest  to  it. 

We  may  suppose  that  the  union  and  employer  also  understand  this 
process.  Using  their  best  estimates  of  the  arbitrator’s  preference,  they 
will  then  shape  their  own  offers.  They  will  understand  that  a  higher 
offer  by  either  party  will  increase  the  probability  that  the  employer’s 
offer  will  be  selected.  Similarly,  a  lower  offer  by  either  party  may  be 
assumed  to  increase  the  probability  that  the  union’s  offer  will  be 
selected.  As  a  result,  most  of  us  would  expect  that  the  union  and 
employer  offers  would  tend  to  fall  equally  distant  from,  but  on 
opposite  sides  of,  the  parties’  best  estimate  of  the  arbitrator’s  preferred 
award.  If  this  happens,  then,  on  average,  we  should  naturally  expect 
the  union’s  offer  to  be  selected  in  one-half  of  the  cases. 

It  follows  from  this  discussion  that  there  are  two  different 
explanations  for  why  the  union  offer  may  not  be  selected  in  one-half  of 
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the  cases.  First,  the  arbitrators  may  not  follow  the  decision-making 
process  set  out  above.  In  particular,  arbitrators  may  systematically 
give  less  weight  to  a  generous  employer  offer  than  to  a  conservative 
union  offer.  If  this  is  the  case,  then  the  integrity  of  the  arbitration 
system  is  being  seriously  undermined.  One  may  even  wonder  how 
long  it  is  likely  to  last. 

Second,  it  may  be  that  the  parties  do  not  typically  position  them¬ 
selves  equally  distant  from,  but  on  opposite  sides  of,  the  arbitrator’s 
expected  award.  This  could  happen  for  one  of  two  reasons.  On  the  one 
hand,  unions  may  have  a  more  conservative  view  of  what  arbitrators 
will  allow  than  do  employers.  On  the  other  hand,  unions  may  be  more 
risk-averse  than  are  employers.  In  either  case  we  may  expect  that  the 
union  offers  will  be  conservative  relative  to  the  award  that  arbitrators 
will  typically  prefer.  Hence,  the  union  offers  will  be  disproportion¬ 
ately  selected  by  the  arbitrators. 

It  is  important  to  ask  whether  it  is  possible  to  distinguish 
empirically  between  these  two  alternative  explanations  for  the  dispro¬ 
portionate  selection  of  union  offers.  If  final-offer  arbitration  alone  is 
operating,  it  should  be  obvious  that  there  is  no  simple  way  to  find  out 
which  of  these  explanations  is  correct.  After  all,  to  determine  whether 
the  union  offers  are  conservative  relative  to  employer  offers  we  must, 
for  comparison,  be  able  to  uncover  the  central  tendency  of  the  arbi¬ 
trators’  preferred  awards.  Since  a  preferred  award  is  unobservable 
when  a  final-offer  arbitration  award  operates  by  itself,  there  would  be 
no  simple  way  to  do  this. 

Data  analysis 

In  New  Jersey,  however,  the  same  pool  of  arbitrators  is  used  for  all 
cases  of  final-offer  and  conventional  arbitration.  If  we  assume  that 
arbitrators  simply  assign  their  preferred  awards  in  the  conventional- 
arbitration  cases,  then  the  numerical  central  tendency  of  these 
awards  can  serve  as  a  benchmark  for  determining  whether  the  union 
offers  are  conservative  relative  to  employer  offers.  A  comparison  of 
Tables  1  and  2  reveals  that  this  is  indeed  the  case. 

In  1980,  for  example,  the  mean  employer  offer  was  an  annual  wage 
increase  of  5.7  per  cent,  while  the  mean  union  offer  was  an  annual 
wage  increase  of  8.5  per  cent  (see  Table  1).  According  to  Table  2, 
however,  the  mean  conventional-arbitration  award  was  8.3  per  cent. 
Hence,  if  we  may  take  the  conventional-arbitration  awards  as  broadly 
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indicative  of  arbitrators’  preferred  awards,  it  is  clear  that  the  union 
and  employer  offers  were  not  centred  at  equal  distances  from,  and  on 
opposite  sides  of,  the  arbitrators’  preferred  awards.  Instead,  the  union 
offers  were  very  conservative  relative  to  the  arbitrators’  preferred 
awards.  A  comparison  of  the  mean  of  the  union  and  employer  offers 
with  the  mean  of  the  conventional-arbitration  awards  in  1978  and 
1979  exhibits  precisely  the  same  phenomenon. 

It  is  possible  to  test  statistically  whether  it  is  reasonable  to  suppose 
that  the  final-offer-arbitration  decisions  in  New  Jersey  were  gen¬ 
erated  by  a  set  of  fair  arbitrators  who  were  systematically  applying 
conventional-arbitration  standards.  To  do  this,  assume  that  arbi¬ 
trators  select  whichever  offer  comes  closest  to  their  preferred  award. 
Examining  the  final-offer-arbitration  data  alone,  it  is  then  possible  to 
estimate  what  central  tendency  (mean)  and  measure  of  variability 
(standard  deviation)  of  arbitrator  preferences  is  most  likely  to  have 
generated  the  actual  final-offer-arbitration  decisions  observed.7  This 
part  of  our  analysis  could  be  constructed  even  if  final-offer  arbitration 
were  the  only  arbitration  mechanism  operating. 

It  is  then  necessary  to  compare  these  estimates  from  the  final-offer- 
arbitration  data  against  the  actual  central  tendency  and  measure  of 
variability  for  arbitrator  preferences  revealed  by  conventional-arbi¬ 
tration  data.  This  part  of  the  analysis  is  only  possible  when  the  data 
involve  the  same  pool  of  arbitrators,  as  is  the  case  in  New  Jersey. 
Tables  1  and  2  contain  the  results  with  which  to  make  the  com¬ 
parisons. 

Table  2  shows,  for  example,  that  in  1980  the  actual  mean  of  con¬ 
ventional  arbitration  awards  was  8.26  per  cent,  while  the  predicted 
mean,  calculated  only  from  data  on  final-offer-arbitration  cases,  was  a 
remarkably  close  8.27  per  cent.  The  comparisons  for  1979  and  1978 
are  nearly  as  close,  as  can  be  seen  from  the  table.  Further,  for  1980 
the  actual  standard  deviation  of  conventional-arbitration  awards  was 
2.1  per  cent,  while  the  standard  deviation  predicted  by  way  of  an 
analysis  of  Final-offer-arbitration  awards  only  was  a  very  similar  1.5 
per  cent.  The  comparisons  for  1979  and  1978  are  even  closer. 

In  sum,  the  comparison  of  the  pattern  of  the  Final-offer-arbitration 
and  conventional-arbitration  awards  explains  why  the  union  offers 
were  most  often  selected  by  arbitrators.  The  union  offers  were  very 
conservative  relative  to  the  pool  of  arbitrators’  preferred  awards. 
There  is  no  evidence  that  arbitrators  treat  generous  employer  offers 
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any  differently  than  they  treat  conservative  union  offers.  Instead,  the 
union  offers  are  most  often  selected  because  the  frequency  of  conserva¬ 
tive  union  offers  is  considerably  greater  than  the  frequency  of  gener¬ 
ous  employer  offers. 

This  finding  does  not  indicate  whether  the  New  Jersey  arbitrators, 
taken  as  a  group,  are  more  (or  less)  generous  than  some  outside  obser¬ 
ver  would  desire.  Only  an  analysis  of  actual  awards  combined  with  an 
appeal  to  some  external  criterion  of  fairness  can  settle  this  issue. 

Final-offer  arbitration  and  conventional  arbitration  compared 

The  conservative  union  behaviour  revealed  in  Tables  1  and  2  results 
in  a  paradox.  Unions  actually  received  lower  average  wage  increases 
under  the  final-offer  arbitration  provisions  than  under  the  conven¬ 
tional-arbitration  provisions  of  the  New  Jersey  statute.  For  example, 
in  1980  the  mean  of  the  actual  final-offer-arbitration  awards  was  8.1 
per  cent,  but  the  mean  of  the  conventional-arbitration  awards  was 
higher  at  8.3  per  cent.  The  union  offers  are  accepted  in  a  vast  majority 
of  the  final-offer-arbitration  cases,  but  average  union-wage  increases 
are  lower  under  final-offer  arbitration  than  under  conventional  arbi¬ 
tration.  Although  conservative  union  offers  increase  the  likelihood  of 
acceptance,  this  is  not  enough  to  offset  the  lower  wage  increase  that  is 
won.  Appearances  are  indeed  deceiving! 

However,  it  is  also  clear  from  a  comparison  of  Tables  1  and  2  that 
while  the  union  bargainers  gave  up  a  higher  mean  award  under  final- 
offer-arbitration,  they  in  part  were  compensated  by  a  reduction  in  its 
variability.  In  1980,  for  example,  the  standard  deviation  of  conven¬ 
tional-arbitration  awards  was  2.1  per  cent  but  the  standard  deviation 
of  final-offer-arbitration  awards  was  only  1.4  per  cent,  and  the  same 
discrepancy  exists  in  1979  and  1978.  Thus,  the  union  bargainers  have 
bought  'insurance’  with  their  conservative  offers,  albeit  at  a  cost  in 
their  wage  settlements.  This  suggests  that  union  bargainers  may  be 
more  risk-averse  than  employer  bargainers  in  New  Jersey. 

TRI-OFFER  ARBITRATION  IN  IOWA8 

The  data  describing  the  operating  characteristics  of  the  New  Jersey 
arbitration  statute  are  an  early  indication  that  arbitration  systems 
are  especially  amenable  to  convincing  statistical  analyses.  Precisely 
why  this  should  be  the  case  is  not  yet  known.  Nevertheless,  it  is 
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important  to  examine  data  from  other  operating  systems  to  establish 
that  this  is  indeed  a  general  characteristic  of  such  systems. 

Some  preliminary  analysis  has  been  undertaken  of  a  quite 
remarkable  statute  for  interest  arbitration  that  has  existed  in  Iowa 
since  1974.  This  particular  statute  provides  the  opportunity  to  exam¬ 
ine  three  important  questions  about  the  way  arbitration  systems 
work.  In  Iowa,  the  parties  have  the  option  of  negotiating  an  arbi¬ 
tration  system  of  their  own  choosing,  and  in  some  cases  this  has  led  to 
the  adoption  of  final-offer  arbitration.  Hence,  it  is  possible  to  compare 
the  results  of  the  preceding  analysis  in  New  Jersey  with  some 
additional  data  from  Iowa.  Second,  the  system  used  in  Iowa  in  most 
cases  is  designed  (surely  not  intentionally)  so  that  it  is  possible  to 
observe  two  independent,  neutral  arbitrators’  observations  on  the 
same  dispute.  This  provides  an  opportunity  to  assess  the  existence 
and  extent  of  genuine  arbitral  uncertainty  that  exists  in  the  arbi¬ 
tration  system.  Finally,  the  Iowa  system  has  operated  long  enough 
that  it  is  possible  to  generate  several  years  of  time-series  data  for  the 
purpose  of  assessing  the  way  in  which  arbitration  awards  respond  to 
changes  in  economic  circumstances. 

Structure  of  the  tri-offer  arbitration  system 

As  I  have  observed,  the  Iowa  statute  allows  the  parties  considerable 
leeway  in  the  design  of  a  system  for  settling  a  dispute.  If  the  parties 
do  not  agree  on  a  procedure,  however,  they  are  compelled  to  resolve 
their  dispute  by  a  two-step  tri-offer  system.  Under  this  system  the 
parties  are  first  provided  a  factfinder  to  propose  the  terms  on  which 
the  dispute  might  be  settled.  After  the  parties  have  seen  the  fact¬ 
finder’s  proposal,  they  may  negotiate  their  own  settlement.  If  they  do 
not  agree  on  a  settlement,  the  parties  are  compelled  to  submit  their 
best  offers  to  a  second  arbitrator.  The  second  arbitrator  must  select 
the  employer’s  offer,  the  union’s  offer,  or,  in  a  novel  twist,  the  fact¬ 
finder’s  proposal.  Obviously,  the  extent  to  which  the  second  arbitrator 
does  not  concur  in  the  factfinder’s  proposal  is  a  measure  of  the  degree 
of  arbitral  uncertainty  that  exists  in  the  system. 

Undoubtedly,  the  rationale  of  the  two-step  procedure  is  that  dis¬ 
putes  may  arise  otherwise  because  one  or  the  other  of  the  parties  is 
poorly  informed  about  the  likely  results  of  an  arbitrated  outcome.  The 
factfinder’s  proposal  should  serve  to  inform  the  parties  of  the  likely 
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outcomes.  If  it  does  not  resolve  the  dispute,  however,  it  is  ultimately 
arbitrated. 

The  factfinder  proposals 

We  have  data  on  some  302  cases  that  were  submitted  to  the  Iowa 
factfinders  over  the  period  1976-83.  Of  these,  181  (or  60  per  cent)  were 
settled  after  the  factfinder’s  recommendation  was  submitted.  This 
suggests  that  the  information  produced  for  the  parties  by  the  fact¬ 
finders  was  an  important  ingredient  of  the  parties’  eventual  settle¬ 
ment. 

Table  3  contains  time-series  data  on  the  average  compensation  in¬ 
crease  proposed  by  the  factfinders  in  Iowa  over  the  period  1976-83. 
There  is  one  important  conclusion  suggested  by  these  data:  the  mean 
of  the  factfinder  proposals  fluctuates  significantly  over  this  period, 
ranging  from  a  high  of  9.4  per  cent  in  1980  to  a  low  of  3.5  per  cent  in 
1983.  A  casual  analysis  suggests  that  factfinder  proposals  move  in  a 
way  quite  similar  to  wage  settlements  in  the  rest  of  the  economy,  but 
perhaps  with  a  lag.  Further  analysis  of  this  issue  is  clearly  required. 
The  important  point  is  that  the  factfinders  are  not  suggesting  awards 
that  are  continuously  at  extremes  relative  to  those  generated  in  other 
parts  of  the  economy.  It  is  natural  to  ask,  therefore,  how  close  a 
relationship  exists  between  these  factfinder  proposals  and  the  awards 
that  appear  under  arbitration. 

Final-offer  arbitration 

In  some  circumstances  the  parties  in  Iowa  negotiate  an  arrangement 
where,  by  mutual  consent,  the  factfinding  step  is  eliminated  from  the 
arbitration  statute.  The  system  is  effectively  one  of  final-offer  arbitra¬ 
tion  when  this  occurs. 

Data  on  the  mean  union  and  employer  offers  in  these  cases  are 
contained  in  Table  4.  Also  contained  in  the  table  are  the  win-loss 
records  of  the  unions  and  employers.  Having  observed  that  the 
majority  of  arbitration  decisions  in  New  Jersey  are  for  the  union  offer, 
it  may  come  as  some  surprise  that  just  the  reverse  is  the  case  in  Iowa. 
As  the  table  indicates,  over  the  period  1976-83,  employer  offers  were 
accepted  in  two-thirds  of  the  final-offer  cases. 
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TABLE  3 

Factfinders’  recommendations  (%  increase)  in  Iowa  public  sector  wrage  disputes 


Mean 

Standard 

deviation 

Number 
of  cases 

All  years 

5.96 

2.51 

302 

1976a 

6.18 

1.75 

22 

1977 

5.22 

1.75 

29 

1978 

5.08 

1.75 

18 

1979 

6.19 

1.75 

49 

1980 

9.44 

1.75 

37 

1981 

7.65 

1.75 

40 

1982 

5.64 

1.75 

41 

1983 

3.51 

1.75 

66 

a  The  results  for  the  years  1976-83  are  from  a  regression  that  includes  a  set  of  year 
dummy  variables.  The  standard  deviations  reported  are  for  the  residuals  from  this 
regression  and  thus  are  the  same  for  each  year. 

SOURCE:  Tabulations  of  arbitrator  reports,  State  of  Iowa. 

TABLE  4 


Cases  of  arbitration  without  factfinding  in  Iowa:  per  cent  wage-increase  offers  proposed 
by  unions  and  employers 


Unions 

Employer 

Number 
of  cases 

Mean 

(%) 

Standard 

deviation 

(%) 

Wins 

(%) 

Mean 

(%) 

Standard 

deviation 

(%) 

Wins 

(%) 

All  years 

7.54 

2.91 

34.5 

4.89 

2.57 

65.5 

58 

1976a 

10.61 

2.21 

0.0 

5.67 

1.37 

100.0 

5 

1977 

8.26 

2.21 

27.3 

5.52 

1.37 

72.7 

11 

1978 

13.89 

2.21 

100.0 

5.57 

1.37 

0.0 

3 

1979 

9.01 

2.21 

0.0 

6.68 

1.37 

100.0 

3 

1980 

10.89 

2.21 

33.3 

8.95 

1.37 

66.7 

6 

1981 

— 

— 

— 

— 

— 

— 

0 

1982 

6.91 

2.21 

25.0 

5.14 

1.37 

75.0 

16 

1983 

4.84 

2.21 

57.1 

1.50 

1.37 

42.9 

14 

a  The  results  for  the  years  1976-83  are  from  a  regression  that  includes  a  set  of  year 
dummy  variables.  The  standard  deviations  reported  are  for  the  residuals  from  this 
regression  and  thus  are  the  same  for  each  year. 

SOURCE:  Tabulations  of  arbitrator  reports,  State  of  Iowa. 
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Does  this  mean  that  the  arbitrators  in  Iowa  followed  a  pro-employer 
bias,  or  was  it  the  case  that,  in  contrast  to  New  Jersey,  the  employer 
offers  were  the  more  reasonable?  If  we  assume  that  the  factfinders’ 
proposals  are  a  reasonable  benchmark  for  arbitrator  preferences,  then 
this  question  may  be  analysed  in  much  the  same  way  as  it  was 
analysed  in  New  Jersey.  To  see  how  this  is  done,  consider  the  mean  of 
the  union  and  employer  offers  for  1976.  As  indicated  in  Table  4,  the 
union  offers  averaged  10.6  per  cent  and  the  employer  offers  averaged 
5.7  per  cent.  To  discover  which  of  these  was  the  more  reasonable  we 
may  contrast  them  against  the  mean  of  the  factfinders’  1976  proposals 
(see  Table  3).  As  the  factfinders’  proposals  averaged  6.2  per  cent,  the 
employer  offers  appear  considerably  more  'reasonable’  than  the  union 
offers.  Consistent  with  this  comparison,  Table  4  indicates  that  the 
employer  offers  were  accepted  in  all  of  the  1976  cases.  Although  not  to 
such  an  extreme  extent,  this  same  analysis  holds  true  for  all  the  data 
in  each  year  up  to  1982.  (The  exception  is  1978,  but  this  data  involves 
only  three  cases.)  Thus,  in  each  of  the  years  from  1976  through  1982, 
the  mean  of  the  employer  offers  was  nearer  to  the  mean  of  the  fact¬ 
finder  proposals  than  was  the  mean  of  the  union  offers.  During  this 
period  the  employer  offers  were  accepted  in  73  per  cent  of  the  cases. 

In  1983,  the  mean  of  the  union  offers  was  slightly  closer  to  the  mean 
of  the  factfinder  proposals  than  was  the  mean  of  the  employer  offers. 
Remarkably  enough,  however,  in  1983  the  union  offers  were  accepted 
in  57  per  cent  of  the  cases  (recall  that  the  factfinders’  proposals  used  to 
benchmark  these  results  are  from  entirely  independent  cases).  Like 
the  data  for  New  Jersey,  then,  these  results  for  Iowa  strongly  confirm 
the  hypothesis  that  the  arbitrators,  as  a  group,  are  behaving  in  a 
manner  that  is  consistent  across  institutional  structures.  Thus,  the 
reason  why  union  offers  are  more  commonly  accepted  by  the  arbi¬ 
trators  in  New  Jersey,  and  the  reason  why  employer  offers  are  more 
commonly  accepted  in  Iowa,  is  because  the  union  and  employer 
bargainers  are  behaving  differently  from  one  state  to  the  other.  The 
union  bargainers  appear  to  put  forward  the  more  reasonable  offers  in 
New  Jersey,  while  the  employer  bargainers  appear  to  put  forward  the 
more  reasonable  offers  in  Iowa.  Just  why  this  should  be  the  case  is  an 
important  question  for  further  research. 
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Tri-offer  arbitration 

The  data  giving  win-loss  records  for  the  cases  ending  in  tri-offer  arbi¬ 
tration  are  contained  in  Table  5.  Surprisingly,  in  nearly  one-half  of 
these  cases  the  union  or  the  employer  final  offer  coincides  with  the 
factfinder’s  earlier  recommendation.  As  the  table  indicates,  it  was 
slightly  more  often  the  case  that  the  union’s  offer,  rather  than  the 
employer’s  offer,  coincided  with  the  factfinder’s  recommendation. 

The  data  in  Table  5  provide  a  very  strong  test  of  the  hypothesis  that 
arbitration  decisions  contain  an  element  of  behaviour  that  is  truly  un¬ 
predictable  by  the  parties.  After  all,  in  each  of  the  cases  contained  in 
Table  5,  two  independent  neutrals  -  a  factfinder  and  an  arbitrator  - 
examined  an  identical  factual  situation.  When  the  arbitrator  did  not 
select  the  factfinder’s  recommendation,  it  can  be  assumed  that  these 
two  qualified  neutrals  disagreed  on  the  appropriate  award  in  the  iden¬ 
tical  case.  If  this  is  a  fairly  common  situation,  it  seems  very  unlikely 
that  parties  will  be  able  to  predict  arbitral  outcomes  with  any  pre¬ 
cision. 

The  first  row  of  Table  5  indicates  that  where  there  were  three  dis¬ 
tinct  offers  available  for  selection,  the  arbitrator  and  factfinder  agreed 
on  which  selection  was  best  in  only  about  two-thirds  of  the  cases. 
Further,  the  second  and  third  rows  of  Table  5  indicate  that  even  when 
union  or  employer  offers  coincide  with  the  factfinder’s  recommend¬ 
ation,  the  arbitrator  still  selects  the  factfinder’s  position  in  only  about 
two-thirds  of  the  cases.  In  view  of  the  possibility  that  arbitrators  may 
be  naturally  inclined  to  defer  to  the  factfinder’s  proposal,  this  seems  to 
be  strong  evidence  in  support  of  the  hypothesis  that  parties  face  some 
true  arbitral  uncertainty. 

CONCLUSIONS 

It  should  be  apparent  from  this  brief  survey  that  a  great  deal  has  been 
learned  from  the  interest-arbitration  systems  operating  in  the  United 
States  in  the  public  sector.  For  reasons  that  still  remain  unclear, 
simple  statistical  analyses  continue  to  confirm  a  very  stable  set  of 
operating  characteristics  for  these  systems.  The  data  suggest  that  the 
arbitrators  fashion  decisions  based  partly  on  the  facts  of  the  situation 
and  partly  on  a  unique  assessment  of  what  is  an  appropriate  award  in 
a  given  factual  situation.  The  data  also  suggest  that  the  determin¬ 
ation  of  an  appropriate  award  is  largely  independent  of  the  type  of 
arbitration  system  in  which  the  arbitrator  operates.  As  a  result,  the 
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TABLE  5 

Tri-offer  arbitration  results  in  Iowa 


Factfinder’s 

Employer’s  recommendation  Union  offer 
#  of  offer  accepted  accepted  accepted 

cases  Arrangement  of  offers  (%  of  cases)  (%  of  cases)  (%  of  cases) 


63 

Three  distinct  offers 

23.8 

63.5 

12.7 

32 

Union  offer  coincides  with 
factfinder  recommendation 

34.4 

65.6 

65.6 

26 

Employer  offer  coincides  with 
factfinder  recommendation 

61.5 

61.5 

38.4 

SOURCE:  See  Table  4. 


variability  in  the  outcomes  that  exists  across  arbitration  systems  is  a 
product  either  of  constraints  placed  on  arbitrator  decisions  by  the  in¬ 
stitutional  setup  (for  example,  the  selection  of  one  of  two  offers  under 
final-offer  arbitration)  or  of  differences  in  the  behaviour  of  the  parties 
in  response  to  different  institutional  setups.  Precisely  why  arbitrator 
decisions  may  be  characterized  in  this  way  is  not  yet  known,  but  I 
suspect  it  is  related  to  the  importance  of  the  role  assigned  to  the 
parties’  own  preferences  in  determining  which  arbitrator  will  have 
their  case.  In  this  sense,  private-arbitration  systems  have  a  clear 
advantage  over  quasi-judicial  or  'legal’  systems.  Although  the  parties 
cannot  agree  on  how  to  settle  their  dispute,  they  apparently  do  often 
share  some  common  views  regarding  which  neutral  party  should 
resolve  it  for  them.  It  seems  very  likely  that  an  arbitration  system 
that  exploits  this  fact  will  enhance  its  own  acceptability. 

In  my  view,  the  purpose  of  arbitration  systems  is  to  produce  the 
settlement  of  disputes  in  a  way  that  is  less  costly  than  the  alter¬ 
natives.  Whether  interest  arbitration  will  grow  in  popularity  depends 
on  whether  it  is  a  less  costly  system  than  the  alternatives  and  on 
whether  the  parties  are  able  to  obtain  the  information  and  experience 
necessary  for  determining  whether  it  is  less  costly.  This  suggests  that 
any  experimentation  with  arbitration  systems  should  be  studied  with 
care  so  that  its  costs  and  benefits  can  be  examined  and  compared 
against  the  alternatives.  If  successful,  the  rewards  to  such  study  may 
be  of  considerable  practical  importance  in  reducing  the  overall  cost  of 
disputes  in  our  society. 
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NOTES 


1  See  Richard  A.  Lester  (1984),  a  book  to  which  much  of  what 
follows  is  deeply  indebted.  For  a  survey  of  Canadian  systems  see 
Morley  Gunderson  (1983). 

2  This  is  an  important  issue,  because  interest  arbitration  is  an 
option  open  to  private  sector  disputants  that  is  rarely  used.  Just 
as  we  may  question  why  interest  arbitration  is  so  infrequently 
used  in  the  private  sector,  so  may  we  wonder  why  it  is  used  in  the 
public  sector. 

3  I  have  in  mind  here,  and  in  what  follows,  the  case  where  a  dispute 
arises  over  compensation  or  some  other  quantitative  issue.  Ob¬ 
viously,  where  the  issue  involves  a  truly  'yes  or  no’  decision,  such 
as  the  granting  of  dues-checkoff  rights,  final-offer  arbitration  is 
the  conventional  arbitration  procedure. 

4  In  private  correspondence  J.E.  Treble,  of  the  University  of  Hull, 
has  suggested  that  the  situation  I  have  just  described  bears  some 
similarity  to  the  state  of  affairs  of  the  British  coal-mining 
industry  in  the  late  19th  century. 

5  It  is  sometimes  observed  that  this  is  much  the  same  as  the  prin¬ 
ciple  in  civil  law  that  proposals  in  settlement  negotiations  may 
not  be  used  as  evidence  in  a  subsequent  trial.  This  is  presumably 
designed  to  encourage  negotiated  settlements  of  civil  suits!  Peter 
Feuille  has  observed  to  me  that  one  or  the  other  of  the  parties 
often  objects  to  the  introduction  of  information  from  settlement 
negotiations  into  arbitration  hearings,  and  that  arbitrators 
typically  rule  that  such  information  is  inadmissible. 

6  The  results  in  this  section  of  the  paper  are  a  product  of  joint  work 
with  David  Bloom  of  Harvard  University.  See  Ashenfelter  and 
Bloom  (1983,  1984). 

7  Greater  variability  of  arbitrator  preferences  will  lead  to  a  flatter 
slope  of  the  relationship  between  the  probability  that  an  em¬ 
ployer’s  offer  is  selected  and  the  (average  of  the)  union  and 
employer  final  offers.  Thus,  the  slope  of  this  relationship  in  the 
final-offer-arbitration  cases  is  a  measure  of  the  (inverse  of  the) 
variability  of  arbitrator  preferences.  The  method  of  estimation  we 
use  is  called  maximum  likelihood,  because  it  assigns  values  to  the 
mean  and  standard  deviation  of  arbitrator  preferences  that  are 
most  likely  to  have  generated  observed  final-offer-arbitration  data 
under  our  assumption  about  arbitrator  behaviour.  The  details  of 
the  method  we  use  and  some  additional  empirical  material  are 
contained  in  Ashenfelter  and  Bloom  (1984). 
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8  The  results  in  this  section  of  the  paper  are  a  product  of  joint  work 
with  James  Dow  of  Princeton  University,  and  Daniel  Gallagher  of 
the  University  of  Pittsburgh. 
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Comments 

Martin  Teplitsky 


One  of  the  problems  that  I  found  with  Dr.  Ashenfelter’s  conference 
presentation,  a  problem  undoubtedly  resulting  from  the  short  time 
that  he  was  given  to  talk,  is  the  same  one  that  I  encounter  with  the 
Canadian  literature  on  interest  arbitration,  including,  for  example, 
Joe  Weiler’s  1981  collection  of  essays  on  interest  arbitration  in 
Canada.  There  is,  in  my  opinion,  a  general  lack  of  sophisticated  ana¬ 
lysis  concerning  interest  arbitration  and  its  various  models.  Even 
more  important,  there  is  a  failure  to  distinguish  between  the  various 
contexts  in  which  interest  arbitration  arises.  I  will  return  to  these 
themes  after  a  brief  examination  of  other  aspects  of  Dr.  Ashenfelter’s 
presentation. 

It  was  noted  that  in  New  Jersey,  approximately  35  per  cent  of  the 
disputes  are  going  to  arbitration.  Obviously  the  remaining  65  per 
cent  are  settling  without  the  benefit  of  arbitration,  but  of  significance 
here  is  to  consider  when  they  are  settling  -  that  is,  before  or  after  the 
decisions  on  the  arbitrated  cases  are  handed  down.  If  there  is  already 
a  high  level  of  predictability  of  the  outcomes  of  wage  disputes  going  to 
arbitration  in  New  Jersey  (and  given  that  the  wage  rate  is  often  not 
the  hardest  issue  to  deal  with  between  the  parties,  although  it  may  be 
the  most  important  one),  I  would  not  expect  that  there  would  be  a  need 
to  settle  the  majority  of  new  wage  disputes  by  arbitration,  especially  if 
the  arbitrators  are  seen  to  be  acting  fairly. 


Martin  Teplitsky,  Q.C.,  is  a  Toronto-based  arbitrator  and  mediator,  and  Partner  of 
Teplitsky  Colson. 
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Interest  arbitration  in  Ontario 

The  right  to  strike  in  Ontario  exists  in  the  educational  sector,  where 
there  have  been  about  250  disputes  at  the  elementary-  and  secondary- 
school  levels.  Most  of  these  cases  were  settled  voluntarily.  Prior  to 
the  enactment  of  Bills  111  and  179,  the  government  legislation  re¬ 
straining  incomes  in  the  public  sector,  there  were  just  three  or  four 
strikes  a  year,  usually  in  small  centres,  and  three  or  four  arbitrations 
a  year.  Anybody  could  have  predicted,  on  the  wage  question,  the 
outcome  of  the  interest  arbitrations,  and  the  task  of  making  equity 
adjustments  became  more  and  more  simplified.  By  the  time  one  got 
around  to  arbitrate,  one  would  have  20,  30,  40,  50,  100,  or  200  freely 
negotiated  settlements  to  look  at  as  precedents.  It  is  probably  easier 
to  be  an  interest  arbitrator  in  education  than  in  any  other  sector  in 
Ontario  because  of  the  wealth  of  such  settlements  available  to  provide 
guidelines. 

In  Ontario,  there  are  different  contexts  in  which  arbitration  can 
arise.  First,  it  is  sometimes  adopted  in  a  voluntary  context.  For  ex¬ 
ample,  teachers  who  have  the  right  to  strike  may  still  choose  to 
arbitrate.  Second,  police,  firefighters,  and  hospital  workers  face  com¬ 
pulsory,  binding  arbitration.  Third,  interest  arbitration  is  at  times 
imposed,  on  an  ad  hoc  basis,  either  pre-  or  post-strike.  The  TTC  em¬ 
ployees  who  threatened  to  strike  in  September,  for  example,  were  met 
with  a  pre-strike  imposition  of  arbitration.  The  community-college 
teachers’  strike  illustrates  a  recent  example  of  a  post-strike  impos¬ 
ition  of  arbitration.  Noteworthy  is  the  fact  that  the  teachers’  union 
was  not  allowed  to  arbitrate  working  conditions,  which  is  the  issue 
that  they  went  to  strike  on.  (This  fact  might  convince  even  the  union 
that  compulsory  binding  arbitration  is  better  than  the  right  to  strike. 
With  compulsory  binding  arbitration,  the  government  usually  does 
not  take  away  from  the  parties  the  right  to  arbitrate  the  principal 
issue  in  dispute.)  The  fourth  context  is  when  interest  arbitration 
operates  under  a  government-imposed  policy  on  incomes,  such  as 
under  the  9  per  cent  and  5  per  cent  controls  of  Bill  179,  and  the  quasi¬ 
voluntary  5  per  cent  controls  outlined  in  Bill  111. 

Comments  on  the  1975  teachers’  strike 

I  think  that  one  can  look  virtually  to  every  group  that  participates  in 
the  interest-arbitration  process  and  find  them  susceptible  to  criticism. 
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I  would  include  in  these  groups  our  respected  third-party  neutrals,  one 
of  whom  is  George  Adams,  a  writer  on  interest  arbitration  from  the 
Ontario  perspective.  One  of  the  situations  that  he  examines  is  the 
famous  Metropolitan  Toronto  teachers’  strike  of  1975  (see  Adams 
1981).  This  was  a  lengthy  strike,  that  ultimately  was  ended  by 
legislation.  It  was  marked  by  intensive  factfinding  over  a  long  period 
of  time  and  by  intensive  mediation  before  arbitration  finally  was 
imposed  by  the  government.  The  sole  arbitrator  appointed  to  the  case 
was  Mr.  Justice  Dubin.  In  the  course  of  rendering  his  award,  he 
developed  certain  criteria  for  arbitration.  He  also  developed  the  view 
that  arbitration  is  an  adjudicative  proceeding  and  that  arbitrators  are 
to  act  like  judges;  they  should  not  settle  on  compromise  solutions,  but 
rather  decide  a  case  on  legal  principles.  Mr.  Dubin  went  on  in  that 
case  to  select  the  employer’s  position  and  reject  the  union’s  position  in 
its  entirety. 

Mr.  Adams  compliments  the  award  as  being  highly  principled  and 
bemoans  the  lack  of  any  sufficient  number  of  equally  highly  prin¬ 
cipled  awards  in  this  province.  What  is  wrong  with  his  analysis  is 
this:  he  is  discussing  a  relatively  unique  situation,  involving  a  long 
strike,  tremendous  notoriety,  a  long  mediation,  and  factfinding.  With 
every  opportunity  in  the  world  to  settle,  the  parties  were  unable  to 
reach  an  accord.  Finally,  the  government  forced  the  teachers  back  to 
work  through  legislation.  Realistically,  there  was  nothing  that  an 
arbitrator  could  do  in  that  context  except  adjudicate. 

When  someone  of  George  Adams’  repute  takes  an  idiosyncratic 
situation  like  the  Metropolitan  Toronto  teachers’  strike  and  attempts 
to  impose  the  model  of  arbitration  used  in  that  case  on  all  disputes 
within  the  province,  problems  are  created.  There  are  a  lot  of  arbi¬ 
trators,  inexperienced  ones  in  particular,  who  will  read  his  proposal 
and  conduct  their  interest  arbitrations  as  though  they  were  adju¬ 
dicative  exercises,  presuming  that  a  right  answer  can  be  found  to 
every  controversial  situation  that  confronts  them.  At  the  very  least, 
someone  like  George  Adams  ought  to  be  discussing  the  different 
contexts  of  arbitration  that  I  have  raised. 

In  most  disputes  in  Ontario,  employees  are  under  schemes  of  com¬ 
pulsory  binding  arbitration.  They  go  to  arbitration  with  no  strikes 
and,  generally  speaking,  without  the  benefit  of  mediation  or  fact¬ 
finding.  Unlike  the  1975  teachers’  dispute,  there  is  absolutely  no 
reason  here  to  impose  an  adjudicative  model  upon  the  arbitration 
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system.  In  this  context,  it  would  make  a  lot  more  sense  to  impose  the 
same  tripartite  model  that  we  apply  to  firefighters’  disputes,  so  that 
there  is  a  union  nominee,  a  management  nominee,  and  an  inde¬ 
pendent  chairman  who  strive  together,  at  least  when  I  am  chairman  of 
such  a  board  of  arbitration,  for  unanimity.  In  the  approximately  40 
arbitrations  that  I  have  done  with  firefighters  over  the  last  few  years, 
all  the  awards  but  one  have  been  unanimous.  Thus,  although  the 
disputes  were  not  settled  by  the  parties  directly,  they  were  settled  by 
the  parties’  representatives. 

Arbitration  practiced  this  way  may  be  seen  as  part  of  the  con¬ 
tinuum  of  collective  bargaining.  The  results  of  tripartite  arbitration 
are  as  acceptable  to  the  parties  as  their  own  bargain  would  have  been. 
It  is  impossible  for  practical  purposes  for  the  parties  to  criticize  or 
attack  a  bargain,  or  refuse  to  live  with  a  bargain,  that  their  own 
nominee  has  participated  in  devising. 

As  to  whether  or  not  bargains  made  by  the  parties  directly  are 
better  bargains  than  those  that  are  imposed  by  a  unanimous  board  of 
arbitration,  one  cannot  say.  The  traditional  attitude  is  that  if  the 
parties  can  bargain  directly,  it  is  somehow  better.  I  myself  do  not 
know  why  it  would  be  better.  I  concede  at  once  that  there  have  been 
some  stupid  arbitration  awards.  But  we  also  have  seen  a  lot  of  stupid 
bargains  made  by  the  parties. 

The  Canadian  perspective  on  arbitration 

In  all  academic  writing  on  interest  arbitration  in  Canada,  it  is 
recognized  that  interest  arbitration  has  both  a  'narcotic  effect’  and  a 
'chilling  effect’.  A  narcotic  effect  means  that  if  you  do  it  once,  you  will 
like  it  so  much  you  will  do  it  again.  A  chilling  effect  arises  in  cases 
where  arbitrators  make  awards  by  averaging  the  parties’  demands 
and  the  parties,  fearful  of  losing  their  position  before  they  come  to  the 
'splitting  process’,  will  not  bargain. 

The  problem  that  I  find  with  these  analyses  is  that  the  academics 
neither  discuss  nor  explain  the  40  firefighter  cases  I  have  arbitrated 
and  similar  work  of  other  arbitrators.  There  is  nothing  narcotic  or 
chilling  about  tripartite  arbitration.  A  lot  of  tripartite-arbitration 
boards  insist,  in  effect,  that  the  parties  do  some  bargaining  and  take 
responsibility  for  their  own  decision-making.  A  narcotic  effect  never 
results  from  such  a  process  that  forces  the  parties  to  take  respons¬ 
ibility.  It  will  only  arise  if  interest  arbitration  is  viewed  as  a  means  of 
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avoiding  the  responsibility  of  effecting  a  bargain.  But  with  me,  they 
are  going  to  bargain,  and  there  is  a  price  to  pay  if  they  are  obdurate. 
This  approach  is  not  reflected  in  the  academic  writing.  The  ability  of 
boards  of  arbitration  to  force  the  parties  to  continue  their  bargaining 
even  while  at  the  arbitration  stage  needs  to  be  recognized,  explored, 
and  studied.  We  need  discussion  of  whether  or  not  viewing  arbitration 
as  a  continuation  of  collective  bargaining,  rather  than  as  an  adju¬ 
dicative  process,  is  appropriate. 

Similarly,  it  is  naive  and  simplistic  to  suggest  that  arbitrators 
merely  'split  the  difference’  when  making  awards,  and  that  this 
results  in  a  chilling  effect  on  bargaining.  If  the  parties  bargain  within 
a  structure  that  makes  all  proposals  'without  prejudice’  until  a  settle¬ 
ment  is  reached,  the  parties  can  proceed  to  interest  arbitration  with 
their  original  positions  intact.  This  way  there  is  a  lot  of  scope  at  arbi¬ 
tration  for  bargaining.  'Splitting  the  difference’  would  apply  only  once 
both  parties  have  entered  the  range  of  reasonable. 

When  the  academics  take  a  look  at  arbitration  in  the  federal  sector, 
which  is  generally  undertaken  by  a  sole  arbitrator,  they  ignore  cer¬ 
tain  considerations.  For  example,  it  is  extraordinarily  difficult  to 
mediate  when  you  are  the  sole  arbitrator.  It  is  also  difficult  to  get  the 
parties  to  negotiate.  It  is  much  simpler  if  you  have  two  represent¬ 
atives  with  you.  Issues  can  be  discussed  with  them  and  they  can  then 
go  out  and  deliver  the  message  to  the  parties  as  well  as  encourage 
them  to  participate  in  the  bargaining. 

One  must  also  consider  that  in  the  federal  public  sector  in  Canada, 
there  is  usually  an  institutionalized  form  of  arbitration,  as  opposed  to 
the  situation  in  Ontario  where,  generally  speaking,  there  are  ad  hoc 
arbitration  boards.  Further,  in  the  federal  sector,  you  face  a  board 
that  is  not  of  your  own  choosing,  whereas  in  Ontario,  the  parties  can 
pick  the  arbitrator.  To  merely  say,  as  some  academics  do,  of  the 
federal  situation  that  'well,  people  don’t  like  arbitration  there’,  may  be 
overlooking  the  possibility  that  what  people  really  don’t  like  is  having 
a  particular  arbitrator  forced  upon  them  without  having  any  choice  as 
to  any  other  arbitrator.  In  Ontario,  if  the  parties  don’t  like  me  they 
pick  Ken  Swan  or  someone  else.  I  think  there  is  a  greater  willingness 
to  co-operate  in  an  arbitration  process  that  allows  parties  to  select 
their  own  arbitrator  and  to  avoid  getting  stuck  with  someone  for  a 
fixed  period  of  time  because  he  or  she  happens  to  be  a  chairman  or 
vice-chairman  of  some  tribunal.  Thus,  there  ought  to  be  some 
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analysis  of  the  differences  in  results,  attitudes,  and  acceptability 
between  interest  arbitration  conducted  by  ad  hoc  arbitrators  and  that 
conducted  by  imposed  chairmen. 

Bill  111 

When  I  look  at  the  Ontario  government’s  involvement  in  interest 
arbitration,  I  am  puzzled  and  dismayed  both  by  what  it  has  done  and 
what  it  has  failed  to  do.  For  example,  last  year,  when  Mr.  Grossman, 
as  Treasurer,  introduced  Bill  1 1 1 ,  he  promised  arbitrators  an  informa¬ 
tion  service  on  wage  levels,  levels  of  pay  increases,  benefits  and  bene¬ 
fit  increases,  working-condition  clauses,  etc.  Other  than  in  the  field  of 
education,  arbitrators  in  Ontario  work  without  a  data  bank.  We  must 
rely  on  the  parties  for  this  information,  but  very  frequently  the  parties 
do  not  have  full  access  to  it.  This  information  is  thus  essential. 

Mr.  Grossman  finally  promised  us  this  service  more  than  a  year 
ago,  but  we  do  not  have  it  yet.  If  anything  has  been  done  to  set  it  up, 
this  has  been  kept  a  secret.  It  is  very  difficult  to  arbitrate  under  the 
best  of  circumstances,  and  now  that  difficulty  has  been  exacerbated  by 
the  failure  of  the  government  to  fulfil  this  promise.  It  is  not  that  the 
expertise  to  set  up  the  service  is  lacking  in  Ontario.  There  is  a 
gentleman  sitting  in  this  room,  Ed  Aims  of  the  Education  Relations 
Commission,  who  is  an  acknowledged  expert  in  such  services.  There 
are  other  people  who  are  also  experts.  There  is  simply  no  excuse. 

Something  else  that  the  government  promised  last  year  when  they 
brought  in  Bill  111  was  a  review  of  arbitration  in  Ontario.  This  pro¬ 
mise  was  made  after  municipal  politicians  in  particular  became 
highly  critical  of  the  results  of  interest  arbitration.  Also,  as  far  back 
as  an  award  I  wrote  in  1982  for  a  hospital  dispute,  I  had  invited  the 
Premier  to  respond  to  such  criticisms  through  a  public  inquiry.  I  had 
suggested  that  an  independent  person  be  appointed.  My  prediction 
was  that  an  inquiry  would  find  that  arbitration  awards  were  not  the 
cause  of  inflation.  Moreover,  I  had  predicted  that  many  of  the  volun¬ 
tary  settlements  made  by  municipal  politicians,  boards,  and  the 
provincial  government  itself  could  not  stand  scrutiny  against  a  stan¬ 
dard  of  concern  over  escalating  inflation.  I  was  not  suggesting  that 
every  arbitration  award  can  stand  such  scrutiny.  Certainly  there  is 
no  perfection  in  our  business  either.  In  any  event,  I  asked  for  a  review 
of  arbitration  because  I  think  it  would  be  important  to  determine 
whether  or  not  public  sector  employees  are  doing  as  well  as  the  public 
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thinks  they  are  doing,  and  if  so,  if  arbitration  is  one  of  the  reasons  for 
this. 

However,  if  there  is  such  a  review  going  on,  it  is  also  going  on  in 
secret,  or  else  only  at  the  intraministerial  level  with  no  broad  public 
participation.  Perhaps  one  reason  why  the  Ontario  government  has 
been  reluctant  to  go  ahead  with  a  public  review  of  arbitration  is  the 
reason  that  I  gave  previously:  they  would  have  to  challenge  a  lot  of 
their  own  voluntary  settlements. 

Bill  111  has  failed.  For  one,  it  is  a  bill  under  which  I  refuse  to 
arbitrate  because  of  my  belief  that  it  attacks  the  independence  of 
arbitrators.  In  addition,  although  its  principal  purpose,  as  outlined  by 
the  Treasurer  last  year,  is  to  keep  inflation  down  in  our  society,  it  has 
had  exactly  the  opposite  effect.  The  bill’s  quasi-voluntary,  5  per  cent 
wage-increase  guideline  has  always  been  viewed  as  a  floor  and  not  a 
ceiling.  Settlements  in  the  education  sector,  for  example,  have  trans¬ 
cended  the  5  per  cent  guideline  in  numerous  situations,  and  so  have 
settlements  in  many  other  areas  of  the  public  sector.  Meanwhile, 
private  sector  settlements  are  running  between  3  and  4  per  cent. 
There  is  no  question  in  my  mind  that  if  the  provincial  government  had 
allowed  arbitrations  in  the  public  sector  to  be  determined  along  the 
usual  guidelines  that  have  been  developed,  mainly  comparability  with 
the  private  sector  (the  guideline  that  Professor  Layard  mentioned),  we 
would  not  be  having  in  the  public  sector  in  Ontario  the  kinds  of  wage 
increases  that  we  are  currently  having.  Recent  arbitrated  settlements 
for  the  post-restraint  period  support  this  view. 

Fees  for  arbitrators 

There  is  one  other  item  that  I  want  to  mention  and  that  is  the  question 
of  the  payment  of  arbitrators.  Interest  arbitrators  working  under 
government  pay  scales  in  Ontario  are  notoriously  poorly  paid.  The 
level  of  pay  is  such  that  an  arbitrator  with  overhead  must  arbitrate 
partly  as  a  public  service;  either  that,  or  he  has  to  be  extraordinarily 
inventive  and  creative  in  the  billing  process.  Thus,  most  arbitrators 
will  not  touch  an  interest  arbitration  with  a  ten-foot  pole.  However,  I 
believe  that  poor  pay  is  only  the  rationalization  for  this  decision. 

Unfortunately,  the  poor  fees  drive  the  least  experienced  and  often 
the  least  skilful  arbitrators  into  interest  arbitration.  It  is  these  arbi¬ 
trators,  then,  who  are  deciding  the  most  important  questions  affecting 
our  society.  The  more  experienced  and  most  qualified  arbitrators  are 
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busy  deciding  whether  someone  who  has  been  suspended  for  three 
days  ought  to  get  the  three  days’  pay  or  not.  Now,  is  this  a  way  to  run 
a  system?  I  do  not  think  so.  It  does  not  make  a  lot  of  sense  to  me. 

Another  problem  that  drives  good  people  out  of  interest  arbitration 
in  this  province  is  the  tremendous  amount  of  abuse  they  must  endure 
from  the  parties.  If  the  parties  think  that  abusing  arbitrators  does 
them  any  good,  I  can  assure  them  that  it  does  not.  Its  principal  effect 
is  to  persuade  any  right  thinking,  normal  human  being  that  he  should 
not  do  this  work.  Thus,  a  combination  of  incessant  criticism  and 
rhetoric  of  the  worst  sort  is  also  driving  away  the  best  arbitrators, 
with  the  void  again  being  filled  by  people  who  may  not  be  capable  of 
doing  the  job. 

I  do  not  want  to  appear  entirely  negative.  I  have  several  positive 
suggestions,  some  of  which  I  have  already  made.  First  of  all,  we  must 
have  that  information  agency.  Second,  we  do  need  academic  work 
that  analyses  the  data  that  is  actually  being  generated  in  the  field. 
We  do  need  training  courses  for  arbitrators  -  there  are  absolutely 
none  available  now. 

At  one  time  it  used  to  be  thought  that  negotiation  involved  skills 
that  could  not  be  taught.  Yet  the  Americans  have  shown  us  that  nego¬ 
tiation  can  be  taught.  There  are  some  excellent  courses  on  negoti¬ 
ating  in  American  schools,  and  now  in  some  Canadian  law  schools.  I 
would  like  to  conclude  by  stressing  that  arbitration  can  also  be  taught. 
People  can  learn  that  they  do  not  have  to  sit  back  sphinx-like,  listen¬ 
ing  to  the  parties  presenting  cases.  They  can  participate  in  the  pro¬ 
cess  actively.  They  can  aid  the  parties  in  reaching  settlements.  They 
can  force  the  parties  to  assume  responsibility  for  decision-making. 
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Discussion 


JOHN  ELEEN:  I  got  the  impression  that  with  people  who  propose  all 
these  gimmicks  such  as  final-offer  arbitration  and  selection  or  profit 
sharing  -  whatever  -  the  goal  seems  to  be  to  prevent  strikes.  I  don’t 
think  that  should  be  the  goal  of  a  collective  bargaining  process.  The 
goal  should  be  to  get  justice  in  the  workplace,  which  is  a  little  different 
than  just  preventing  strikes.  In  totalitarian  countries  they  have 
solved  the  problem  of  strikes,  but  do  the  workers  or  the  employers 
have  justice? 

ORLEY  ASHENFELTER:  Most  of  the  arbitration  systems  that  exist  in  the 
United  States  -  there  are  nine  exceptions  and  Pennsylvania  is  one  - 
are  legislated  systems  that  are  the  implementation  of  something  the 
parties  want.  The  research  that  has  been  done  has  had  an  influence 
on  the  way  these  systems  have  been  designed. 

Public  sentiment  in  the  United  States  is  that  there  will  not  be 
strikes  in  the  public  sector.  That’s  just  a  fact.  The  background  is  that 
unions  could  not  get  legal  recognition  to  strike;  the  strikes  that  they 
were  having  were  illegal.  There  was  never  any  question  they  were 
ever  going  to  be  legalized,  so  in  the  background  was  the  notion  that 
’look,  this  is  an  intolerable  situation,  we  can’t  continue  to  do  illegal 
things,  so  we  have  to  find  something  else.’  Since  there  weren’t  a  lot  of 
things  to  imitate,  most  of  the  legislation,  believe  it  or  not,  was  written 
jointly  (by  union  and  management  representatives).  Certainly,  this  is 
true  for  New  Jersey,  the  system  I  know  best.  It  wasn’t  against  some 
stylized  ideal  of  what  an  academic  has  in  mind  of  the  way  that  the 
workplace  should  operate.  The  parties  were  trying  to  hammer  out 
what  they  could  get  away  with  in  the  face  of  the  political  realities. 

MARTIN  TEPLITSKY:  I  would  say  briefly  that  one  traditional  measure  of 
whether  or  not  an  alternative  to  right  to  strike  works  is,  'does  it 
prevent  strikes?’  In  Australia,  where  strikes  have  been  prevented  by 
law  for  many,  many  years  and  arbitration  has  been  present,  there  still 
have  been  many  strikes.  One  can  infer  that  this  system  is  not 
working,  or  at  least  that  some  of  the  time  it  isn’t  working.  We  have 
seen  here  in  Ontario  that  parties  will  strike  notwithstanding  laws 
prohibiting  them  from  doing  so  if  they  perceive  that  justice,  fairness, 
and  reasonableness  are  not  coming  their  way  under  the  system. 
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I  think  that  if  parties  are  accepting  the  alternate  method  of 
dispute  resolution  and  they  are  not  having  illegal  strikes  under  it, 
then  that  system  is  working.  It  may  not  be  producing  the  fairest  or 
the  best  results,  but  at  least  it  indicates  a  level  of  acceptability  by  the 
parties  as  an  alternative  to  the  right  to  strike. 

KENNETH  SWAN:  In  an  article  some  years  ago,  I  dealt  with  what  I 
thought  were  the  lessons  to  be  learned  from  English  comparability 
notions  for  Canadian  arbitration  systems  and  came  to  the  conclusion 
that  they  really  didn’t  teach  us  very  much  because  we  had  never 
developed  the  sense  of  the  social  value  of  the  job  in  Canada  that 
appeared  to  have  been  accepted  at  least  up  until  this  decade  in  Great 
Britain.  As  a  consequence,  I  despaired  of  the  whole  thing  and  thought 
that  acceptability  in  arbitration  through  a  mediative  approach  -  an 
approach  that  sought  acceptability  rather  than  normative  justice  - 
probably  had  a  better  chance  of  success. 

Has  anyone  since  the  comparability  commission  tried  compar¬ 
ability  in  Great  Britain  with  any  real  success  recently? 

RICHARD  LAYARD:  Under  the  general  way  in  which  comparability 
boils  down,  there  is  a  discussion  as  to  which  private  sector  firms 
should  be  compared  with  the  given  set  of  jobs  in  the  public  sector.  One 
issue  is  'which  jobs  in  the  private  sector  are  comparable  with  which 
jobs  in  the  public  sector?’  and  on  top  of  that  there’s  a  question  of  which 
employers  should  be  compared,  because  there’s  a  very  wide  distri¬ 
bution  of  pay  across  different  employers.  Typically,  it  has  tended  to  be 
the  upper  quarter  or  something  like  that  which  is  argued  to  be  the 
relative  comparator. 

You’re  certainly  right  that  this  was  the  concept  of  comparability 
which  the  Priestly  Commission  had.  Of  course,  it  was  to  be  adjusted 
for  the  nonpecuniary  benefits,  the  pension  benefits,  hours,  holidays, 
and  all  these  things.  I  believe  it  is  a  chimera  to  think  you  can  do  it  in 
this  way  and  that  is  why  I  was  trying  to  put  forward  in  defence  of 
comparability  a  different  concept,  the  comparability  of  the  growth 
rate.  The  idea  is  to  preserve  the  existing  structure  unless  it’s  mani¬ 
festly  out  of  kilter  with  its  long-run  historical  average,  because  that 
has  served  to  man  the  system  and  also  corresponds  to  what  people 
essentially  have  become  used  to.  The  group  does  not  have  to  be 
exactly  comparable,  doing  work  of  exactly  equal  value.  Rather,  it  has 
to  be  people  in  the  same  broad  area  of  work. 
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KENNETH  SWAN:  Can  I  make  a  supplementary  comment?  Those 
systems  do  break  down  in  due  course.  I  think  the  best  example  in  this 
country  is  the  case  of  British  Columbia  teachers,  who  were  pegged  to 
the  forest  industry  percentage  increases  for  decades  until  suddenly 
those  increases  didn’t  look  good  enough  any  more.  That  chimera  was 
driven  back  into  its  cave  and  that  system  collapsed  as  well.  Probably 
what  one  needs  is  a  combination  of  a  number  of  such  approaches  if  one 
is  going  to  try  to  produce  normative  rather  than  mediative  solutions. 

DAVID  WINCH:  One  question  for  Orley  Ashenfelter.  He  has  in  his  data 
on  New  Jersey  and  Iowa  some  very  interesting  cases  that  need 
reconciliation  among  the  employees’  position,  the  employer’s  position, 
and  the  arbitrator’s  award.  I  can  see  that  from  one  of  three  stand¬ 
points,  you  can  assume  the  employees  or  the  employers  or  the  arbi¬ 
trators  are  always  right.  You  then  can  come  to  the  conclusion  that 
New  Jersey  employees  are  reasonable  and  Iowa  employers  are 
reasonable.  Of  course,  if  you  assume  that  the  employees  are  always 
right,  you  then  can  say  that  New  Jersey  arbitrators  are  reasonable. 
The  only  independent  case  for  saying  that  the  arbitrators  are  always 
reasonable  was  the  comparison  with  the  inflation  rate  or  the  cost  of 
living  index.  Now  if  you  are  going  to  resort  to  the  inflation  rate  to 
decide  which  of  the  three  parties  -  the  employer,  employee,  and 
arbitrator  -  is  the  reasonable  one,  couldn’t  we  just  have  used  a  COLA 
clause  in  the  first  place? 

ORLEY  ASHENFELTER:  I’ll  put  this  as  gently  as  I  can,  but  you  missed 
the  point  of  those  comparisons.  The  point  was  that  you  can’t  tell  from 
those  comparisons  who  is  right;  all  you  can  tell  is  that  the  arbitrators 
are  acting  in  a  way  which  is  consistent  across  these  mechanisms.  Put 
them  in  final-offer  arbitration  and  I  can  tell  you  what  the  outcome  is 
going  to  be  after  I  have  seen  them  operate  under  conventional 
arbitrations.  Put  them  in  factfinding  mode  and  I’ll  tell  you  how  they 
are  going  to  operate  under  final-offer  arbitration. 

The  fact  that  I  can  tell  you  what  arbitrators  on  average  think  is 
right  doesn’t  compel  you  to  agree  with  them.  All  we  can  say  is  they 
think  they  know  they  are  right  and  they  will  behave  in  a  manner 
that’s  consistent  across  institutional  setups.  That  is  why  I  said  the 
whole  point  of  the  exercise  was  to  show  that  win-loss  records  don’t  tell 
you  whether  the  system  is  fair.  You  have  to  look  at  the  actual 
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decisions  and  make  some  decision  about  what  is  fair  based  on  external 
criteria,  and  of  course  Congress  can’t  agree  on  what  that  is. 

I  did,  however,  want  to  say  it  is  sometimes  conceived  that  what¬ 
ever  arbitrators  decide  is  right  is  insensitive  to  economic  conditions. 
With  the  Iowa  data,  we  have  enough  information  over  time  and  under 
varying  aggregate  conditions  in  the  economy  to  see  that  the 
arbitrators  do  adjust;  they  don’t  just  go  merrily  along.  I  don’t  think  we 
have  a  good  idea  of  what  determines  their  central  tendencies,  but  we 
know  they  change. 

I  have  a  couple  of  further  comments  I  want  to  make.  I  should 
report  that  in  the  United  States,  arbitrators  are  always  paid  by  the 
bargainers;  they  are  never  paid  by  the  state.  Strangely  enough,  the 
fee  structures  are  usually  regulated  by  the  state  as  often  happens 
here.  Who  pays  for  them  is  important  because  if  you  ask  the  parties  to 
pay,  it  almost  always  means  that  you  answer  the  question  of  who 
picks  the  arbitrators. 

In  these  systems,  all  the  parties  have  a  say  in  who  the  arbitrator 
will  be.  Most  of  them  work  like  the  New  Jersey  system.  There’s  a 
panel  of  arbitrators  selected  for  a  three-year  period.  Typically,  seven 
names  from  it  are  sent  to  the  parties,  who  are  then  asked  to  veto  three 
and  rank  order  the  remaining  four.  That  person  not  vetoed  with  the 
lowest  sum  of  rankings  gets  the  job. 

Now  it  turns  out  we  have  some  evidence  on  this  system  which  is 
quite  important  for  analysing  the  way  arbitration  works.  We  actually 
have  the  data  on  the  rankings  -  we  know  how  the  parties  ranked  these 
people.  Two  economists  at  Harvard  University,  in  a  very  interesting 
research  project,  have  asked  questions  such  as,  'do  parties  tend  to  rank 
order  who  they  want  in  the  same  way?’  Their  rankings  of  the  arbi¬ 
trators  are  weakly  positively  correlated  and  they  are  highly  selected 
before  they  even  get  on  the  panel,  so  there  is  some  evidence  that  what 
you  really  have  in  the  arbitration  setup  is  a  private  judicial  system, 
like  a  free-market  judicial  system.  Good  arbitrators  get  more  work 
and  there  are  differences  in  pay.  Good  ones  command  higher  fees  in 
the  open  market. 

I  think  research  to  compare  situations  where  the  arbitration  sys¬ 
tem  works  that  way  and  where  it  does  not  would  be  very  interesting 
and  I  know  of  no  example  where  you  could  do  it  in  the  United  States. 

Finally,  Gene  Swimmer’s  paper  indicates  an  interesting  way  to 
get  a  handle  on  issues  in  the  Canadian  context  that  is  not  possible  in 
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the  United  States:  examination  of  cases  where  there  are  strike  pos¬ 
sibilities  as  opposed  to  arbitration  possibilities  in  order  to  compare 
utilization  rates. 


Differences  among  provinces  in 
public  sector  dispute  resolution 

Kenneth  P.  Swan 


Despite  the  apparent  breadth  of  this  topic,  which  is  wide  enough  to 
cover  the  resolution  of  disputes  of  many  kinds,  the  practicalities  of 
covering  the  legislation  of  eleven  jurisdictions  involving  more  than 
forty  statutes  have  made  it  necessary  to  limit  this  paper  to  a  study  of 
mechanisms  for  the  resolution  of  ’interest’  or  negotiating  disputes 
only.  However,  in  order  to  get  the  full  flavour  of  the  various  policy 
options  that  have  been  adopted  across  all  jurisdictions,  a  rather  broad 
definition  of  ’public  sector’  is  used,  wide  enough  to  cover  what  are 
sometimes  called  the  parapublic  and  peripublic  sectors.1 

It  is  appropriate  to  stress  at  the  outset  that  interest-dispute 
resolution  is  not  the  only  important  aspect  of  the  statutory  structures 
established  to  deal  with  collective  bargaining  in  public  employment. 
For  example,  'rights’  or  agreement-interpretation  disputes  raise  a 
number  of  important  issues  of  structure,  justiciability,  and  enforce¬ 
ment  in  the  public  sector  that  are  not  often  found  in  private  sector 
labour  relations  (see  Swinton  1984).  Representational  disputes  also 
give  rise  to  issues  in  the  public  sector  different  from  those  normally 
found  in  the  private  sector,  and  are  undoubtedly  also  worthy  of  much 
more  examination  than  they  have  hitherto  received.  Further  im¬ 
portant  aspects  are  the  restrictions  on  bargainability  in  the  public 
sector,  which  prevent  some  real  disputes  from  ever  arising  -  or  ever 
being  resolved  -  by  removing  certain  areas  entirely  from  the  collective 
bargaining  process  and  hence  leaving  no  mechanism  available  for 
their  resolution  (see  Swan  1983). 

Kenneth  P.  Swan  is  a  lawyer  and  labour  arbitrator  in  Toronto,  and  teaches  public  sector 
labour  relations  at  the  University  of  Toronto. 
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Within  the  scope  of  interest-dispute  resolution  issues,  one  impor¬ 
tant  area  of  study  has  been  abandoned  with  some  reluctance.  This 
area  encompasses  the  ad  hoc  solutions  to  specific  impasses  that  have 
from  time  to  time  been  legislated  by  all  governments  in  Canada.  The 
classic  ad  hoc  'back-to-work’  statute  either  ends  or  pre-empts  a  strike, 
or  provides  a  nonstrike  dispute-resolution  mechanism  that  may  or 
may  not  have  been  preceded  by  renewed  bargaining  There  have  been 
a  number  of  important  studies  of  this  patchwork  approach  to  labour 
relations  (Arthurs  1967;  Price  1980;  Panitch  and  Swartz  1984),  and 
while  there  are  some  interesting  differences  in  the  approaches  taken 
by  various  legislatures,  this  kind  of  legislation  is  too  ephemeral  to 
form  a  meaningful  part  of  the  present  study. 

Therefore,  this  paper  will  seek  to  discern  and  describe  broad  pat¬ 
terns  of  approaches  to  interest-dispute  resolution  in  the  public  sector, 
to  trace  the  development  of  these  approaches,  and  to  draw  conclusions 
from  the  differences  observed.  In  this  context,  I  will  review  the 
underlying  legislative  structure  for  public  service  collective  bargain¬ 
ing,  and  the  statutes  that  deal  with  the  unexceptional  negotiating 
disputes.  In  Quebec  and  British  Columbia,  this  will  necessitate  a 
review  of  essential  service  legislation,  there  being  no  distinct  public 
service  bargaining  structure.  Finally,  since  restraint  legislation  in 
the  public  sector  appears  to  have  become  a  central,  and  perhaps  even 
permanent,  part  of  the  Canadian  legislative  scene,  the  various  forms 
of  restraint  legislation  and  their  interaction  with  the  underlying 
statutes  will  be  analysed. 

MODELS  OF  PUBLIC  SECTOR  LABOUR  RELATIONS:  AN  OVERVIEW 

The  mandatory  starting  point  for  any  taxonomy  of  the  administration 
of  Canadian  public  sector  labour  relations  is  the  'five  modef  analysis 
of  Professor  Harry  Arthurs  (Arthurs  1971)  noted  below: 

1  The  private  sector  model:  the  outright  application  of  private  sector 
collective  bargaining  legislation  to  public  employees. 

2  The  public-private  model:  private  sector  collective  bargaining  prin¬ 
ciples,  procedures,  and  institutions  are  replicated  in  a  distinctive 
public  sector  system,  with  or  without  modifications  as  to  detail. 

3  The  formal  public  sector  model:  a  distinctive  statute  for  public 
employees,  which  provides  for  formal  negotiation  procedures,  col- 
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lective  agreements,  and  arbitration  or  some  analogous  device  as  a 
final  and  authoritative  procedure  for  the  resolution  of  disputes. 

4  The  informal  public  sector  model:  a  distinctive  statute,  or  informal 
tradition,  which  permits  consultation  or  negotiation  between  a  gov¬ 
ernment  and  its  employees  and  establishes  some  method  of  dispute 
resolution,  but  does  not  envisage  execution  of  formal  collective  agree¬ 
ments  or  the  making  of  binding  arbitral  awards. 

5  The  professional  model:  a  professional  group  of  public  employees 
enjoys  powers  of  self-government  which  are  employed  both  to  secure 
individual  professional  standards  and  to  advance  group  economic 
interests  through  lobbying,  consultation,  and  negotiation. 

Predictably,  these  classifications  are  no  longer  as  helpful  as  they 
once  were.  As  we  shall  see,  certain  statutory  approaches  straddle  the 
line  between  the  classifications,  while  some  of  the  classifications  have 
become  practically  vestigial.  The  informal  public  sector  model,  for 
example,  has  ceased  to  exist  in  the  form  identified  by  Arthurs  except 
for  some  groups  of  management  employees.  Perhaps  the  closest 
analogy  today  is  found  in  university  collective  bargaining  in  Alberta 
and  British  Columbia,  where  university  academic  staff  are  excluded 
from  all  formal  statutory  structures  for  negotiations  but  have  con¬ 
tinued  to  bargain  with  their  employers  through  agreements  that 
establish  negotiation  structures.  Typically,  however,  these  structures 
include  a  form  of  binding  arbitration.  Of  note  is  that  university 
faculty  in  other  provinces  have  occasionally  adopted  a  similar 
approach  despite  the  availability  to  them  of  more  formal  mechanisms 
under  the  usual  private  sector  labour  relations  statutes;  the  best 
example  is  the  University  of  Toronto,  which  has  just  renegotiated  a 
bargaining  structure  outside  of  the  Labour  Relations  Act. 

Similarly,  the  professional  model  is  very  rarely  found  in  public 
sector  labour  relations  apart  from  the  medical  profession,  which  has 
achieved  a  certain  degree  of  success  in  some  provinces  in  persuading 
governments  to  engage  in  negotiations  and  even  in  advisory,  and 
occasionally  binding,  arbitration.  More  recently,  however,  even  the 
medical  profession  has  begun  to  seek  more  formal  bargaining  struc¬ 
tures,  such  as  the  Newfoundland  Interns  and  Residents  Collective 
Bargaining  Act  (S.N.  1984,  c. 14). 
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The  other  three  models  identified  by  Arthurs  may  still  be  iden¬ 
tified,  and  these  still  remain  of  assistance  in  analysing  the  various 
policy  choices  made  by  the  legislatures  across  the  country.  As  will  be 
seen,  however,  significant  differences  arise  among  various  statutes 
which  fit  into  the  same  classification.  Further,  the  statutory  struc¬ 
tures  in  two  provinces,  British  Columbia  and  Quebec,  appear  to 
straddle  both  the  private  sector  and  public-private  classifications. 

THE  PRIVATE  SECTOR  MODEL 

We  begin  our  analysis  with  the  private  sector  model  for  ordering 
public  sector  collective  bargaining.  While  at  one  time  four  provinces 
had  adopted  this  approach  for  substantially  all  of  their  public  sectors, 
there  are  now  only  two  provinces  -  Saskatchewan  and  Manitoba  - 
where  it  is  fair  to  say  that  the  pure  private  sector  model  still  exists. 
Quebec’s  and  British  Columbia’s  public  servants  are  covered  by  the 
same  basic  private  sector  labour-relations  statute,  but  also  have 
special  legislation  dealing  with  essential  services  disputes,  which  in 
my  view  places  them  in  a  hybrid  category  that  shall  be  dealt  with 
separately  below. 

The  invocation  of  the  ordinary  private  sector  labour  relations  legis¬ 
lation  to  govern  labour  relations  in  the  broadly-defined  public  sector  is 
neither  a  new  idea  nor  an  unusual  one.  Municipal  employees  in  every 
province  have  been  covered  by  it  virtually  since  the  beginning  of 
collective  bargaining  in  that  sector,2  and  from  province  to  province, 
even  where  a  different  model  has  been  chosen  for  the  bulk  of  the 
public  service,  parts  of  the  parapublic  or  peripublic  sectors  are  often 
found  to  be  covered  by  the  ordinary  legislation.  Thus,  for  example, 
hospital  workers  in  Ontario  until  the  middle  1960s,3  and  hospital 
workers  in  Alberta  until  the  Labour  Statutes  Amendment  Act  of  1983 
(S.A.  1983,  c.34),4  were  covered  by  the  ordinary  private  sector 
collective-bargaining  legislation;  in  both  cases,  the  move  to  alter  this 
status  was  sparked  by  a  hospital  strike.  In  Nova  Scotia  and  New 
Brunswick,  public-safety  employees  (police  and  firefighters)  are 
covered  by  the  private  sector  labour-relations  legislation,  and  still 
have  the  right  to  strike  under  that  legislation,  even  though  the  rest  of 
the  public  service  is  covered  by  separate  legislation.  In  Saskat¬ 
chewan,  public  servants  have  been  covered  by  the  Trade  Union  Act 
(now  R.S.S.  1978,  c.T-17,  as  amended)  since  1944,  and  for  virtually  all 
purposes  have  the  same  rights  and  obligations  as  private  sector 
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employees.  While  separate  statutory  structures  exist  for  police 
officers,  firefighters,  and  teachers,  these  are  generally  only  supple¬ 
mentary  to  the  private  sector  legislative  structure.  For  example,  the 
Police  Act  (R.S.S.  1978,  c. P-15,  s.43)  provides  for  binding  interest 
arbitration,  but  only  where  a  police  union  has  adopted  a  no-strike 
provision  in  its  constitution.  If  there  is  no  such  provision,  interest 
arbitration  may  still  take  effect  but  its  impact  would  be  advisory  only. 

Saskatchewan 

While  the  Saskatchewan  government  has  from  time  to  time  engaged 
in  the  ad  hoc  termination  of  work  stoppages,  there  exists  no  super¬ 
imposed  essential  dispute  legislation  except  one  'temporary’  provision, 
now  three  years  old.  This  is  the  Labour-Management  Dispute 
(Temporary  Provisions)  Act  (S.S.  1981/2,  c.L-0.1),  passed  in  1982  to 
deal  with  a  hospital  strike,  giving  the  Lieutenant  Governor  in  Council 
the  power  to  suspend  both  public  and  private  sector  strikes  during  an 
election  if  they  are  a  matter  of 'pressing  public  importance’  or  create  a 
danger  to  health  or  safety.  This  part  of  the  legislation,  then,  can  only 
delay  and  not  prevent  a  strike.5 

Manitoba 

The  Labour  Relations  Act  applies  to  the  Crown,  and  therefore  to 
virtually  all  of  the  broadly  defined  public  sector.6  As  in  Saskat¬ 
chewan,  any  specific  statutes  that  deal  with  parts  of  the  public  sector 
have  only  a  slight  effect  on  the  way  in  which  collective  negotiations 
operate  (see  Civil  Service  Act,  C.C.S.M.,  C-110,  as  amended),  and 
virtually  the  same  rights  and  obligations  are  extended  to  public  sector 
employees  as  to  private  sector  employees. 

Manitoba  legislation  includes  no  extraordinary  provisions  for 
essential  disputes;  these  would  have  to  be  dealt  with  by  ad  hoc 
legislation  if  it  were  perceived  that  there  was  a  need  for  government 
intervention. 

Generally  speaking,  the  collective-bargaining  literature  does  not 
deal  in  any  detail  with  these  statutory  regimes.  It  is  fair  to  say  that 
the  experiment  of  dealing  with  public  sector  employees  under  the 
same  legislation  as  private  sector  employees  in  Saskatchewan  and 
Manitoba  has  worked,  and  that  there  are  no  immediate  problems  in 
these  two  provinces  that  can  be  identified  as  particular  to  the  public 
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sector  employees  covered  by  the  legislation.  The  same  appears  to  be 
true  of  the  partial  inclusions  in  other  provinces  of  public  service 
employees  under  private  legislation.  The  exception  is  the  unwilling¬ 
ness  of  the  legislatures  of  Ontario  and  Alberta  to  permit  strikes  in  the 
hospital  sector.  On  the  first  occasion  when  the  strike  weapon  was 
used  by  hospital  workers  in  each  province,  legislation  was  passed  to 
withdraw  them  from  the  private  sector  legislative  model. 

THE  HYBRID  MODEL:  ESSENTIAL-SERVICE  LEGISLATION 

Two  other  provinces,  British  Columbia  and  Quebec,  have  covered 
public  sector  employees  under  the  private  sector  labour-relations 
legislation,  but  in  both  of  those  provinces,  special  essential-service 
legislation  applicable  to  both  public  and  private  sector  employees 
makes  it  impossible  to  fit  these  provinces  directly  under  either  the 
private  sector  model  or  the  public-private  model.  I  think  it  is  fair  to 
treat  them  as  a  hybrid  of  the  two.  In  both  provinces,  the  labour  code 
covers  virtually  all  public  servants,  and  those  public  servants  enjoy,  at 
least  in  theory,  the  right  to  strike  under  that  legislation.  However, 
teachers  in  British  Columbia  (School  Act,  R.S.B.C.  1979,  c.375,  as 
amended)  and  public-safety  employees  in  Quebec  are  exceptions  to 
this  general  rule;  these  employees  are  under  compulsory  arbitration 
statutes  in  both  provinces. 

British  Columbia 

The  British  Columbia  legislation  rests  on  a  long  history  of  essential- 
services  legislation.  The  Mediation  Commission  Act  (S.B.C.  1968,  c. 
26),  an  intensely  disputed  and  largely  ineffectual  piece  of  legislation, 
was  passed  by  the  Social  Credit  government  in  1968.  It  permitted  the 
BC  cabinet  to  refer  virtually  any  dispute  for  binding  resolution  by  a 
strictly  adjudicative  procedure  before  a  kind  of  labour  court.  It  was 
eventually  boycotted  by  all  unions,  most  employers,  and  once  by  the 
government  itself  before  it  was  repealed  by  the  New  Democratic 
government  in  1972  to  the  grief  of  no  one  (see  Matkin  1975). 

When  the  new  Labour  Code  of  British  Columbia  (R.S.B.C.  1979, 
c.212,  as  amended)  was  passed  by  the  new  government,  with  the 
coincidental  effect  of  extending  the  private  sector  legislation  to  the 
public  sector,  mediative  approaches  were  viewed  as  the  appropriate 
solution  to  disputes  involving  essential  services.  Under  section  73  of 
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the  Code,  police,  firefighter,  and  health-care  unions  were  granted  a 
unilateral  right  to  invoke  binding  interest  arbitration,  with  the  result 
that  strikes  in  these  sectors  were  discouraged,  if  not  prevented. 
Section  73  has  been  amended  over  the  years  to  permit  the  Lieutenant 
Governor  in  Council  to  order  a  cooling-off  period  in  an  essential- 
service  strike,  at  first  for  21  days  and  now  for  40  days.  In  addition,  the 
Labour  Relations  Board  was  given  authority  to  designate  which 
facilities,  productions,  and  services  are  necessary  or  essential  to  life, 
health,  or  safety.  The  right  to  strike  of  the  unions  affected  by  the 
Board’s  designations  was  thus  limited.8  After  a  period  of  questionable 
success  in  using  legislation  of  this  sort  (see  J.  Weiler  1981)  the  1977 
Essential  Services  Disputes  Act  (now  R.S.B.C.  1979,  c.113)  was  passed 
just  days  after  a  ferry  strike.  Following  a  school  strike  in  1978,  the 
legislation  was  extended  to  cover  municipal  and  educational  employ¬ 
ees  as  well  (by  S.B.C.  1978,  c.42). 

In  its  current  form,  the  Essential  Services  Disputes  Act  cuts  broad¬ 
ly  across  the  public,  parapublic,  and  peripublic  sectors.  An  essential- 
services  advisory  agency  with  a  broad  investigative  and  preventive 
mandate  has  been  established  by  the  legislation,  but  the  real  power 
remains  with  the  Cabinet.  Under  section  8,  the  Lieutenant  Governor 
in  Council  may:  direct  the  Labour  Relations  Board  to  use  its 
essential-services  power  under  section  73  of  the  Labour  Code  to 
designate  and  maintain  essential  services;  prescribe  a  freeze  of  ninety 
days  that  may  be  extended  once  by  fourteen  days;  and  appoint  a 
special  mediator  or  mediation  board.  There  are  draconian  provisions 
for  noncompliance  with  an  order  of  the  Cabinet,  including  the 
possibility  of  discharge  without  recourse,  loss  of  earned  wages  for 
employees,  and  a  requirement  for  employers  to  pay  heavy  contri¬ 
butions  to  charity.  Practically  speaking,  it  is  of  course  the  sanctions 
against  employees  that  are  the  most  important.  The  only  way  out  of 
this  legislation  for  a  union  caught  by  an  order  is  to  seek  voluntary 
arbitration;  the  Labour  Code  provision  permitting  police,  firefighters, 
or  health-care  unions  to  invoke  binding  arbitration  unilaterally  has, 
in  being  transferred  to  this  legislation,  been  extended  to  any  em¬ 
ployees  that  the  Cabinet  deems  essential.  This  provision  mandates 
conventional  arbitration,  either  before  a  sole  arbitrator  or  a  tripartite 
board.  The  criteria  to  be  applied  by  the  arbitrators  can  be  fairly  called 
'standard’;  they  include  external  comparability,  internal  compar¬ 
ability,  fairness  and  reasonableness,  the  public  interest,  and  any  other 
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factor  that  the  arbitrator  considers  relevant.9  As  we  shall  see,  a 
similar  array  of  criteria  are  found  in  a  number  of  compulsory  arbi¬ 
tration  statutes  across  the  country. 

The  Essential  Services  Disputes  Act  has  been  heavily  criticized,  in 
terms  of  both  its  enactment  and  its  operation,  as  perpetuating  the  ad 
hoc,  crisis-oriented  approach  to  labour  relations  that  has  been 
endemic  in  British  Columbia  for  more  than  a  decade  (see  J.  Weiler 
1981).  As  we  shall  see  later  in  the  paper,  however,  criticism  of  this 
legislation  has  paled  in  recent  years  against  that  directed  towards  the 
much  more  serious  and  extraordinary  intervention  by  the  British 
Columbia  legislature  in  public  sector  collective  bargaining  under  the 
rubric  of  restraint.  The  restraint  legislation  in  British  Columbia, 
unlike  such  legislation  elsewhere  in  Canada,  now  has  a  permanent 
basis,  and  could  be  regarded  as  a  major  transformation  of  this 
province’s  bargaining  scene.  For  easier  comparison,  however,  it  is 
dealt  with  later  in  this  paper  along  with  the  more  transitory  restraint 
legislation  adopted  in  other  jurisdictions. 

Quebec 

In  Quebec,  the  essential-services  provisions  are  included  as  a  part  of 
Labour  Code  rather  than  in  a  separate  statute. 

The  history  of  these  provisions  is  of  some  interest.  From  a  very 
early  time,  the  Quebec  Public  Service  Act  has  placed  the  public 
service,  narrowly  defined,  under  the  general  labour-relations  legis¬ 
lation.  Since  1965,  there  has  been  a  requirement  in  the  Act  that 
parties  must  negotiate  the  essential  services  to  be  continued  in  the 
case  of  a  strike  before  the  strike  can  be  lawful.  The  original  legis¬ 
lation  provided  that  the  Labour  Court  would  decide  the  matter  should 
the  parties  be  unable  to  agree.10  In  a  series  of  amendments,  these 
provisions  were  fleshed  out  and  moved  into  the  Labour  Code. 
Amendments  to  the  Code  in  1978  (S.Q.  1978,  c.  14)  placed  the  public 
and  parapublic  sectors  -  including  the  civil  service  itself  and  employ¬ 
ees  of  government  agencies,  colleges,  school  boards,  and  other  edu¬ 
cation,  social-affairs,  and  government  agencies  -  under  an  essential- 
disputes  regime.  This  regime  requires  the  negotiation  of  essential 
services  that  are  to  be  maintained  in  the  event  of  a  strike  or  lockout  as 
well  as  of  the  number  of  employees  per  class  of  services  that  are  to 
continue  at  work.  Failing  agreement,  a  union  must  submit  its  own 
proposals  for  approval  by  a  committee  established  by  the  legislation; 
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approval  may  be  conditional  upon  amendments  to  these  proposals. 
This  same  legislation  also  gives  the  Lieutenant  Governor  in  Council 
the  power  to  suspend  a  strike  for  30  days. 

Two  new  schemes  were  established  in  further  amendments  in  1982 
(S.Q.  1982,  c.37).11  One,  which  has  not  yet  been  proclaimed,  would 
establish  a  Conseil  des  services  essentiels  that  would  have  the  respon¬ 
sibility  of  ensuring  that  sufficient  essential  services  are  maintained  in 
the  event  of  a  strike  in  the  public  or  parapublic  sector.  As  before,  the 
parties  would  be  obligated  to  negotiate  the  services  to  be  maintained, 
but  their  recommendations  would  then  have  to  be  approved  by  the 
new  Conseil.  The  government  would  retain  the  right  to  intervene 
only  if  the  essential  services  provided  for  or  actually  rendered  were 
considered  insufficient  for  basic  public  health  or  safety. 

A  second  scheme  with  essentially  the  same  provisions  as  the  first 
was  established  for  the  'public  service’,  which  here  means  muni¬ 
cipalities,  health  or  social  services  not  otherwise  covered  in  the  first 
scheme,  telephone  services,  transportation  services,  gas  or  water,  or 
electricity  distribution,  garbage-disposal  services,  ambulances,  and 
all  government  agencies  except  the  liquor  board.  Note  that  this  list 
cuts  across  what  might  elsewhere  be  defined  as  part  of  the  private 
sector,  as  well  as  a  substantial  part  of  the  peripublic  sector. 

It  is  of  interest  that,  in  enacting  the  1982  amendments,  the  Quebec 
National  Assembly  dropped  provisions  establishing  a  strike-infor¬ 
mation  service  for  the  general  public.  The  task  of  public  information 
has  thus  devolved  solely  on  the  media. 

The  proportion  of  Quebec’s  civil  servants  designated  as  essential 
fell  over  the  years  to  about  6  per  cent  by  1982  (Hebert  1984,  238)  and 
has  ceased  to  be  a  controversial  issue  at  the  present  time.  However, 
the  same  does  not  hold  true  in  the  parapublic  sector,  particularly 
where  health  services  are  involved,  and  a  potentially  much  larger 
proportion  of  employees  might  be  designated  as  essential.  There  is,  to 
date,  insufficient  experience  to  know  the  extent  to  which  existing 
legislation  will  be  effective  in  this  area.  Direct  legislative  inter¬ 
vention  took  place  to  delay  strikes  in  1979,  but,  apparently  because  of 
the  forthcoming  referendum,  the  government  very  quickly  resolved 
the  disputes  (see  Hebert  1984,  247-8).  In  the  1982  round  of  bargain¬ 
ing,  as  we  shall  see,  there  were  so  many  other  pressing  issues  under 
discussion  that  the  effectiveness  of  the  essential-services  legislation 
did  not  become  a  salient  aspect  of  the  negotiations. 
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The  1982  amendments  applying  to  the  peripublic  sector  in  Quebec 
have  been  used  in  only  one  major  dispute  -  the  Montreal  Transit 
strike  in  the  autumn  of  1984.  Newspaper  articles  (e.g.,  Globe  and 
Mail,  26  December  1984,  5)  suggest  that  the  Conseil,  the  employer, 
and  the  union  involved  were  all  satisfied  with  the  process.  Indeed,  the 
transit  union,  which  has  gone  on  strike  legally  and  illegally  some  20 
times  in  the  last  decade,  credited  the  process  with  making  nego¬ 
tiations  with  the  Transit  Commission  meaningful  for  the  first  time. 

THE  PUBLIC-PRIVATE  MODEL 

As  I  have  already  observed,  the  essential-disputes  legislation  in 
British  Columbia  and  Quebec  overlap  onto  Arthurs’  public-private 
model.  This  model  was  added  by  Arthurs  to  his  list  to  accommodate 
two  virtually  identical  statutes:  the  Federal  Public  Service  Staff 
Relations  Act  (R.S.C.  1970,  c. P-35,  as  amended)  and  the  New 
Brunswick  Public  Service  Labour  Relations  Act  (R.S.N.B.  1973,  c.P- 
25,  as  amended).  These  statutes  created  a  bargaining  regime  for  civil 
servants  not  unlike  that  for  private  sector  employees.  This  regime 
includes  processes  for  certification,  collective  bargaining,  conciliation, 
and  ultimately  for  the  use  of  the  strike  weapon.  It  differs  from  the 
private-sector  model  statutes  in  that  special  legislation,  with  its  own 
peculiarities,  was  enacted  to  cover  the  public  sector  separately  from 
the  private  sector.  Chief  among  these  peculiarities  is  a  system  for 
designating  employees  who  are  considered  essential,  and  thus  may 
not  participate  in  a  strike. 

While  the  processes  differ,  the  effect  of  this  feature  is  not  unlike  the 
essential  service  legislation  in  Quebec,  described  above.  Where  a  very 
high  proportion  of  employees  are  designated,  the  bargaining  unit  will 
likely  opt  for  interest  arbitration  or  a  dispute  resolution  mechanism. 
In  the  federal  jurisdiction,  the  union  may  compel  arbitration;  in  New 
Brunswick,  both  parties  must  agree.  The  right  to  strike,  the  hallmark 
distinguishing  this  model  from  the  public  sector  model,  is  available  - 
in  theory  at  least  -  in  both  statutes. 

The  designation  process  for  essential  employees  has  produced  a 
number  of  hotly  contested  issues  in  the  federal  public  service,  and  was 
the  subject  of  a  thorough  review  by  Jacob  Finkelman  in  the  1970s  (see 
Finkelman  1974).  An  equilibrium  had  been  established,  however, 
until  the  largely  unexpected  1982  decision  of  the  Supreme  Court  of 
Canada12  that  made  it  much  easier  for  an  employer  to  designate  em- 
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ployees  as  essential,  sparking  union  demands  for  legislative  amend¬ 
ment. 

Ontario 

The  only  bargaining  structure  in  Ontario  that  could  be  said  to  fit  into 
the  public-private  model  is  the  School  Boards  and  Teachers  Collective 

1  o 

Negotiations  Act,  which  provides  for  a  private  sector  style  of  col¬ 
lective  bargaining  in  a  statute  drafted  specifically  for  the  public- 
education  sector.  This  legislation  includes  a  form  of  essential-services 
determination,  whereby  the  Education  Relations  Commission,  the 
body  that  administers  the  Act,  may  recommend  that  the  government 
take  action  on  any  work  stoppages  that  threaten  to  endanger  the 
education  of  any  group  of  students.  In  such  a  case,  however,  the 
government  would  only  be  able  to  take  ad  hoc  legislative  action,  since 
there  is  no  statutory  provision  for  direct  intervention  without  new 
legislation. 

Newfoundland 

The  final  statute  which  appears  to  adhere  to  this  model  is  the 
Newfoundland  Public  Service  (Collective  Bargaining)  Act  (S.N.  1973, 
c.123,  as  amended).  This  legislation  allows  strikes  for  most  employees 
but  also  allows  the  Labour  Relations  Board  to  decide  which  of  those 
employees  are  necessary  for  the  'health,  safety  or  security  of  the 
public’  out  of  a  list  initially  proposed  by  the  employer.  Strikes  are  not 
allowed  when  it  is  a  majority  of  employees  in  the  bargaining  unit  that 
are  designated  as  essential.  Further,  strikes  can  be  terminated  by 
means  of  a  provision  that  calls  for  the  Assembly  to  declare  a  state  of 
emergency  should  it  resolve  that  a  particular  strike  is  'injurious  to  the 
health  or  safety  of  persons  ...  or  the  security  of  the  province.’ 

While  this  legislation  provides  for  conventional  tripartite  arbi¬ 
tration,  such  arbitration  is  only  available  where  a  resolution  to  use  it 
has  been  passed  by  the  Assembly,  or  where  an  entire  bargaining  unit 
is  treated  as  essential  by  virtue  of  a  majority  of  its  members  being 
designated  as  such.  Coupled  with  the  designation  process,  this  limited 
access  to  arbitration  creates  certain  difficulties  with  regard  to  the 
legislation,14  and  these  difficulties  have  been  exacerbated  by  a  1983 
amendment,  commonly  referred  to  as  Bill  59  (S.N.  1983,  c.24),  that 
considerably  tightens  the  designation  process.  This  amendment 
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provides  for  personal  notice  to  be  given  to  each  employee  that  has  been 
designated  as  essential.  Failure  by  such  an  employee  to  work  is 
sanctioned  by  mandatory  termination.  The  legislation  also  prohibits 
certain  managers  and  employees  participating  in  confidential  work 
from  being  included  in  bargaining  units.  Removing  even  more  of  the 
flexibility  previously  available  to  a  public  sector  union  is  a  further 
prohibition  on  rotating  strikes  in  health-services  institutions.  Despite 
these  tougher  designation  provisions,  there  has  been  no  relaxation  of 
the  restricted  access  to  arbitration.  It  is  thus  possible  that  some 
bargaining  units  will  be  effectively  deprived  of  both  the  right  to  strike 
and  permission  to  invoke  the  arbitration  process  instead.  The 
legislation  has  caused  very  considerable  dismay  among  Newfound¬ 
land’s  public  sector  unions,  and  has  been  mentioned  in  the  press  as  a 
possible  political  issue  in  the  forthcoming  election.15 

Summary 

Along  with  the  essential-services  provisions  in  British  Columbia  and 
Quebec,  all  of  these  public-private  statutes  have  in  common  an  adap¬ 
tation  of  private  sector  dispute-resolution  mechanisms  to  the  public 
sector  which  includes  a  form  of  controlled  or  limited  strike.  While 
these  statutes  have  received  varying  degrees  of  acceptance  among 
employers  and  unions,  they  have  all  preserved,  at  least  notionally,  the 
possibility  that  employees  may  withdraw  their  services  in  order  to 
enforce  their  bargaining  demands.  Moreover,  except  in  the  federal 
statute,  public  sector  employers  are  given  the  option  of  requiring 
unions  to  invoke  the  strike  weapon  if  they  wish  to  gain  more  than  an 
employer  is  prepared  to  offer.  At  least  in  theory,  then,  dispute 
resolution  under  these  statutes  has  many  of  the  characteristics  of  the 
private  sector  dispute-resolution  system. 

THE  FORMAL  PUBLIC  SECTOR  MODEL 
Ontario 

As  outlined  in  Professor  Swimmer’s  paper  elsewhere  in  this  volume, 
the  formal  public  sector  model  of  public  sector  collective  bargaining  is 
the  system  used  in  Ontario  for  police,  firefighting,  health-services, 
and  public-service  employees.  Typically,  the  interest  dispute- 
resolution  mechanism  employed  in  this  model  is  conventional  tri¬ 
partite  arbitration,  sometimes  preceded  by  a  conciliation  or  mediation 
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stage.  The  classical  bargaining  structure  is  probably  that  put  forward 
in  the  Ontario  Crown  Employees  Collective  Bargaining  Act  (R.S.O. 
1980,  c.108),  a  labour-relations  statute  specifically  designed  for  the 
public  sector  with  limitations  on  bargaining-unit  determination, 
union  representation,  bargainability  in  collective  negotiations,  and  an 
absolute  ban  on  strikes.  Disputes  are  resolved  by  the  conventional 
tripartite-arbitration  system,  and  arbitrators  are  required  to  consider 
the  standard  criteria  of  internal  and  external  comparabilities  and 
fairness  and  reasonableness.  The  Act  also  includes  a  labour-market 
criterion,  but  does  not  include  the  public-interest  criterion  found  in 
some  of  the  other  statutes.  Alberta,  Prince  Edward  Island  and  Nova 
Scotia  have  all  adopted  similar  legislation,  although  the  classes  of 
public  sector  employees  that  are  covered  by  the  legislation  varies  from 
province  to  province. 

Prince  Edward  Island 

The  Prince  Edward  Island  provisions  are  interesting  in  that  they  are 
imposed  not  by  legislative  action,  but  by  the  regulation-making  power 
in  the  Civil  Service  Act.  They  are  otherwise  unexceptional  in  form 
insofar  as  dispute  resolution  is  concerned,  since  they  provide  for  con¬ 
ventional  tripartite  arbitration.  However,  the  criteria  to  be  applied  in 
such  arbitration  are  unique  and  apparently  owe  a  good  deal  to  the 
insular  nature  of  our  smallest  province.  While  there  are  the  usual 
labour  market,  internal  comparability,  and  fairness  and  reason¬ 
ableness  criteria,  the  external  comparability  criterion  is  limited 
primarily  to  comparisons  with  private  sector  employers  in  Prince 
Edward  Island  and  only  secondarily  with  those  in  the  other  Atlantic 
provinces.  Further,  those  Prince  Edward  Island  private  sector  em¬ 
ployers  to  be  considered  are  specifically  to  be  'better  paying  employers 
with  modern  employee  relations  and  structures  suitable  for  fair 
comparability  purposes’.  In  addition,  of  all  the  criteria,  external 
comparability  is  given  priority.  This,  as  we  shall  see,  is  a  quite 
favourable  set  of  arbitral  standards. 

Alberta 

The  Alberta  legislation  is  perhaps  the  most  interesting  with  respect  to 
the  formal  public  sector  model  of  dispute  resolution.  In  1977,  the 
Public  Service  Employee  Relations  Act  was  established  to  cover  public 
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servants,  Crown  corporations,  government  boards,  provincial  and 
university  hospitals,  and  the  liquor  control  board.  The  right  to  strike 
was  prohibited,  and  conventional  tripartite  arbitration  with  standard 
arbitral  criteria  was  applied.  However,  the  establishment  of  an 
arbitration  board  in  any  particular  dispute  was  discretionary,  with 
the  discretion  to  be  exercised  by  the  Public  Service  Employee 
Relations  Board  that  was  set  up  to  administer  the  legislation.  Section 
50  of  the  Act  permits  the  Board  to  remit  an  application  for  arbitration 
to  the  parties  if  it  is  not  satisfied  that  reasonable  efforts  have  been 
made  to  negotiate  and,  with  the  consent  of  the  applying  party,  appoint 
a  mediator  instead. 

Before  the  Board  can  appoint  an  arbitration  board,  it  must  be 
satisfied  that  it  is  an  'appropriate  time’  to  do  so,  and  that  'the  dispute 
is  a  proper  one  to  refer  to  an  arbitration  board’.  But  even  when  these 
statutory  requirements  are  satisfied,  the  Board  still  is  not  bound  to 
establish  an  arbitration  board.  It  does  not  appear  that  the  Board  has 
ever  refused,  or  even  hesitated,  to  establish  one.  Nonetheless,  a  public 
sector  statute  that  leaves  open  even  the  possibility  that  there  might 
not  be  any  dispute-resolution  mechanism  available  is  open  to 
suspicion.  It  is  of  interest,  however,  that  when  this  legislation  was 
referred  to  the  Freedom  of  Association  Committee  of  the  International 
Labour  Organization  (ILO)  under  Convention  no.  87  (in  Case  no.  893, 
1980),  this  issue  does  not  appear  to  have  been  raised.  Rather,  the 
unions  involved  complained  of  the  limited  scope  of  collective  bargain¬ 
ing  and  the  application  of  compulsory  arbitration  to  nonessential 
employees.  As  for  complaints  made  about  similar  legislation  in  Nova 
Scotia  and  Ontario,  the  Committee  observed  that  the  limitations  on 
the  right  to  strike  should  only  be  applied  to  genuinely  essential 
undertakings  (ibid.;  see  also  Cases  no.  1070  and  1071). 

Amendments  to  Alberta’s  bargaining  regime 

Following  a  round  of  interest  arbitrations  in  the  Alberta  public 
service  that  were  perceived  by  the  government  as  producing  disas¬ 
trously  high  salary  increases,  the  1983  Labour  Statutes  Amendment 
Act  (S.A  1983,  c.34)  was  introduced.  This  statute  reshuffled  the 
Alberta  public  service,  and  produced  new  bargaining  regimes  for  (1) 
police;  (2)  liquor-store  employees,  firefighters,  and  hospital  workers; 
and  (3)  all  of  the  other  employees  previously  covered  by  the  Public 
Service  Employee  Relations  Act.  Police  and  firefighters  had  pre- 
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viously  been  covered  by  a  separate  conventional-arbitration  statute, 
the  Firefighters  and  Policemen  Labour  Relations  Act  (R.S.A.  1980, 
c.F-11);  the  effect  of  the  1983  amendments  was  to  create  a  new 
statutory  regime  for  police  officers,  and  to  place  the  firefighters  under 
the  Labour  Relations  Act  (R.S.A.  1980,  c.L-1.1,  as  amended).  After  a 
brief  period  of  coverage  of  police  bargaining  under  the  old  legislation, 
a  Police  Officers  Collective  Bargaining  Act  (S.A.  1983,  c. P-12. 05)  was 
proclaimed  on  November  30,  which  established  the  new  dispute- 
resolution  mechanism  that,  as  we  shall  see,  has  become  the  norm  in 
the  Alberta  public  service. 

Liquor-store  employees  were  placed  under  the  Alberta  Labour 
Relations  Act,  apparently  in  response  (the  only  response  by  any 
Canadian  province  to  date)  to  the  ILO  determinations  (in  Cases  893, 
1070,  1071)  that  the  strike  right  of  nonessential  employees  should  not 
be  statutorily  removed.  As  for  the  firefighters,  the  move  to  the  Labour 
Relations  Act  was  a  matter  of  form  rather  than  substance:  they  were 
placed,  along  with  public-hospital  employees  who  had  previously  had 
the  right  to  strike,  under  a  special  new  provision  of  the  Act  that 
incorporated  the  same  new  dispute  provisions  as  were  eventually 
applied  to  police. 

Finally,  the  public  employees  that  were  previously  covered  by  the 
public-service  legislation,  including  Crown-corporation  and  govern¬ 
ment-board  employees,  were  also  made  subject  to  a  new  dispute- 
resolution  provision.  This  provision  appears  to  have  been  established 
primarily  to  end  the  round  of  arbitration  awards  that  was  causing  the 
government  such  considerable  displeasure. 

It  is  interesting  that  although  all  three  of  these  bargaining  regimes 
are  subject  to  the  same  arbitral  criteria,  the  arbitral  procedures  for 
them  vary.  Under  the  public-service  legislation,  a  board  of  arbitration 
must  investigate  the  items  in  dispute  and  endeavour  to  effect  a 
settlement,  and  only  proceed  to  arbitration  once  a  settlement  has 
proved  impossible  to  obtain.  This  is  the  first  Canadian  statute  that 
has  ever  included  a  specific  mandate  for  a  mediation-arbitration  role, 
and  a  move  that  may  have  important  implications  for  the  juris¬ 
dictional  integrity  of  a  board  of  arbitration.  7  Under  the  legislation 
for  police,  firefighters  and  hospital  employees,  this  mandate  is  carried 
a  few  steps  further:  arbitration  boards  may  also  decide  what  method 
or  combination  of  methods  of  arbitration  they  shall  implement  to 
resolve  any  or  all  of  the  items  in  dispute,  and  can  employ  final-offer 
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selection.  The  arbitration  board  has  thus  become  master  not  only  of 
the  outcome  of  a  collective-bargaining  dispute,  but  also  of  the  dispute- 
resolution  technique  used  to  reach  that  outcome.  This  legislation 
marks  another  unique  development  in  Canadian  labour-relations 
statutes;  the  legislation  coming  closest  to  it,  that  for  Ontario  teachers, 
still  leaves  the  choice  of  procedure  to  the  parties  rather  than  to  a 
third-party  intervenor. 

The  arbitral  criteria  common  to  all  three  statutes  include  both 
mandatory  and  discretionary  elements.  The  arbitration  board  must 
ensure  that  wages  and  benefits  are  'fair  and  reasonable  to  the  employ¬ 
ees  and  employer  and  are  .  .  .  [in]  the  best  interests  of  the  public  .  .  .  for 
the  period  with  respect  to  which  the  award  will  apply.’  This  rather 
unusual  latter  provision  appears  to  have  been  introduced  in  light  of 
the  political  problems  arising  from  the  round  of  arbitrations  ending  in 
1983.  Arbitration  boards  at  that  time  had  been  caught  in  efforts  to 
upgrade  the  wages  of  public-service  employees  to  the  much  higher 
levels  that  had  become  prevalent  in  Alberta’s  private  sector  during 
the  preceding  contract  period  before  the  economic  collapse  surround¬ 
ing  the  much-delayed  arbitrations. 

Other  mandatory  criteria  are  similarly  designed  to  suppress  wage 
rates.  First,  the  mandatory  external-comparability  criterion  requires 
consideration  of  wages  and  benefits  of  both  unionized  and  non- 
unionized  employees  in  the  public  and  private  sectors.  This  is  a  direct 
attack  on  a  general  principle  of  arbitral  jurisprudence:  namely,  that 
nonunionized  wages  and  benefits  should  have  considerably  less 
weight  in  interest  arbitration,  given  that  they  are  imposed  by  one 
party  instead  of  negotiated  and  that  the  purpose  of  interest 
arbitration  is  to  replicate  the  effects  of  free  collective  bargaining  as 
nearly  as  possible.  The  second  criterion  requires  special  consideration 
of  'a  continuity  and  stability  of  private  and  public  employment’,  an 
obvious  injunction  to  arbitrators  to  consider  the  tradeoffs  often  argued 
to  exist  between  job  security  and  wages  and  benefits.  The  third 
mandatory  criterion  is  the  most  controversial  of  all:  here,  arbitrators 
are  required  to  consider  any  fiscal  policies  concerning  the  legislation 
that  may  be  declared  from  time  to  time,  in  writing,  by  the  provincial 
treasurer.  As  the  legislation  is  permanent,  this  provision  in  effect 
permits  the  treasurer  to  give  directions  to  any  board  of  arbitration  as 
to  how  their  decisions  ought  to  be  calculated. 
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Paradoxically,  these  mandatory  criteria  have  been  grafted  onto 
discretionary  criteria.  Thus  the  discretionary  criteria  -  the  standard 
criteria  that  here  have  been  carried  over  from  the  old  legislation  -  are 
more  or  less  meant  to  be  co-extensive  with  the  new  mandatory 
criteria,  even  though,  at  least  with  respect  to  the  external-compar¬ 
ability  criterion,  it  may  be  considered  to  contradict  it.  It  remains  to  be 
seen  how  this  latter  provision  will  be  interpreted.  Overall,  the 
legislation  has  clearly  dismayed  public  sector  unions  in  Alberta.  A 
new  complaint  has  been  made  to  the  ILO.  The  legislation  has  also  been 
challenged  in  the  courts,  so  far  unsuccessfully,  as  contradicting  the 
Charter  of  Rights  and  Freedoms. 

RESTRAINT  LEGISLATION 

The  above  analysis  of  provincial  labour-relations  legislation  leads 
naturally  into  a  discussion  of  restraint  legislation,  especially  since  in 
many  ways  the  new  arbitral  criteria  in  Alberta  constitute  a 
permanent  'restraint’  regime. 

The  current  round  of  restraint  legislation  differs  from  the  1975 
federal  Anti-Inflation  Act  (S.C.  1974-75-76,  c.  75)  in  a  number  of  ways. 
Diversity  of  independent  action  by  each  province  is  now  available  in 
contrast  to  the  national-emergency  nature  of  the  Act.  The  provincial 
legislation  also  appears  to  reflect  animosity  toward  public  sector 
unions  and  employees,  and  a  political  awareness  that  such  animosity 
is  widely  felt.  The  latest  round  of  legislation  typically  applies  only  to 
the  public  service,  and  appears  to  have  the  aim  of  holding  down  public 
sector  wages  relative  to  those  of  the  private  sector.  While  the  1975 
legislation  sought  to  deal  with  the  inescapable  inequities  that  arise 
from  the  application  of  restraints,  and  did  not  attempt  to  undo  con¬ 
cluded  collective  agreements,  current  inflation-restraint  legislation 
does  not  appear  to  respect  concluded  agreements,  or  even  individual 
employment  contracts  in  some  jurisdictions.  There  also  appears  to  be 
a  willingness  to  let  inequities  occur,  at  least  over  the  short  term,  in 
order  to  achieve  significant  slowdowns  in  public-sector  wage-rate 
increases. 

The  diversity  of  current  restraint  legislation  is  as  noteworthy  as  the 
shared  features  outlined  above.  A  number  of  jurisdictions,  of  course, 
have  not  found  it  necessary  to  enact  any  such  legislation  at  all.  But 
those  who  have  done  so  have  chosen  mechanisms  that  can  be 
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classified,  in  order  of  increasing  interventionism,  according  to  the 
following  models: 

1  Percentage  limitations  on  a  compensation  package  only,  with  no 
effect  on  collective  bargaining  or  other  terms  of  the  collective  agree¬ 
ments. 

2  A  freezing  and  extending  of  collective  agreements,  with  or  without 
a  limitation  on  increases  in  the  compensation  package,  and  with  or 
without  a  rollback  of  existing  agreements. 

3  A  change  in  the  rules  of  the  game  for  interest  arbitration  to  allow 
the  government’s  financial  policy  to  be  taken  into  account,  either  on  a 
temporary  or  permanent  basis. 

4  Direct  legislative  intervention  in  negotiations. 

Restraints  on  compensation  package  only 

The  federal  Public  Sector  Compensation  Restraint  Act  (S.C.  1980-2, 
c.37)  and  the  Prince  Edward  Island  Compensation  Review  Act 
(S.P.E.I.  1983,  c.6)  are  both  of  the  first  type.  Both  permitted  collective 
bargaining  on  all  noncompensation  issues  to  continue,  and  interfered 
with  the  bargaining  outcome  only  with  respect  to  the  upper  limits  of 
the  compensation  package.  Both  were  two-year  schemes;  the  federal 
scheme  included  6  per  cent  increases  in  the  first  year  and  5  per  cent 
increases  in  the  second,  while  the  Prince  Edward  Island  scheme 
included  only  one  5  per  cent  increase  over  a  two-year  control  period. 
The  latter  legislation,  however,  also  included  an  additional  2.5  per 
cent  increase  for  increments  and  special  payments,  such  as  those 
designed  to  redress  inequities  or  meet  market  pressures.  These 
schemes,  from  the  point  of  view  of  the  collective  bargaining  process, 
were  the  least  intrusive. 

Restraints  on  collective  agreements 

Ontario’s  Inflation  Restraint  Act  or  Bill  179  (S.O.  1982,  c.55),  and  the 
Nova  Scotia  Public  Sector  Compensation  Act  (S.N.S.  1983,  c.10)  are  of 
the  second  type.  In  each  case,  collective  agreements  were  frozen  and 
extended  for  the  compensation  year,  and  the  compensation  package 
was  increased  up  to  a  maximum  amount.  While  unions  were  given 
some  say  in  how  the  increase  might  be  distributed,  collective 
bargaining  in  its  usual  sense  simply  ceased  for  the  year.  The 
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constitutional  validity  of  the  Ontario  legislation,  to  the  extent  that  it 
prohibited  collective  bargaining,  has  been  the  subject  of  some 
confusion;  for  our  purposes  here,  however,  it  is  sufficient  simply  to 
observe  that  this  is  a  more  intrusive  model,  and  to  ask  whether  the 
additional  intrusiveness  appears  to  have  had  any  real  justification. 

Changing  the  rules  of  the  game 

Ontario’s  Public  Sector  Compensation  Review  Act  or  Bill  111  (S.O. 
1983,  c.70)  shares  with  the  permanent  Alberta  1983  amendments  the 
characteristic  of  attempting  to  change  the  rules  of  the  game  of  interest 
arbitration.  However,  the  Alberta  legislation,  as  discussed  above,  is 
clearly  not  only  more  permanent  in  nature  but  also  more  intrusive.  In 
Alberta,  statements  of  government  economic  policy  are  not  the  only 
additional  factors  to  be  considered,  and  mandatory  arbitral  criteria 
obviously  have  been  designed  to  strike  directly  at  arbitral  juris¬ 
prudence. 

The  Ontario  legislation,  in  addition  to  being  temporary,  appears  to 
have  a  somewhat  less  intrusive  economic-policy  criterion.  The  cri¬ 
terion  is  specifically  related  to  ability  to  pay,  rather  than  to  some 
government  declaration  of  what  is  an  appropriate  wage  increase,  and 
therefore  admits  the  possibility  that  an  arbitrator  may  find  that 
increases  above  the  policy  level  are  both  justified  and  within  the 
employer’s  ability.  The  Treasurer  of  Ontario  is  given  the  authority  to 
establish  a  criterion  against  which  all  compensation  increases  are  to 
be  measured  by  the  Inflation  Restraint  Board,  but  this  criterion  is  not 
directly  applicable  to  the  deliberations  of  a  board  of  arbitration. 
Nevertheless,  as  long  as  Ontario  and  other  governments  insist  upon 
deliberately  repressing  wage  increases  while  using  binding  interest 
arbitration  as  a  dispute-resolution  technique,  there  is  real  danger  of 
permanently  undermining  the  perceived  fairness  and  evenhanded- 
ness  of  the  arbitration  process. 

Direct  legislative  intervention 

But  even  the  questionable  approach  to  public  sector  labour  relations 
that  is  noted  above  pales  beside  the  approach  recently  adopted  in  both 
Quebec  and  British  Columbia.  In  British  Columbia,  the  1982  Com¬ 
pensation  Stabilization  Act,  Bill  128  (S.B.C.  1982,  c.32),  originally 
provided  for  wage  controls  for  a  24-month  period.  The  Bill  included  all 
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of  the  standard  trappings  of  restraint  legislation,  including  a 
compensation  commissioner.  However,  it  also  gave  the  Lieutenant 
Governor  in  Council  the  power  to  prescribe  through  regulation  the 
amount  of  wage  increases,  to  prohibit  increases,  or  to  provide  for  the 
implementation  of  increases.  In  effect,  then,  the  government  was 
given  the  power  to  prescribe  through  regulation  a  substantial  number 
of  the  terms  and  conditions  of  public  employment  for  a  24-month 
period.  In  1983,  this  legislation  was  strengthened  and  made 
permanent  by  the  Compensation  Stabilization  Amendment  Act 
(S.B.C.  1983,  c.13),  also  known  as  Bill  11.  The  government  could  now 
order  reductions  in  compensation  rates,  and  subject  interest- 
arbitration  mechanisms,  especially  those  under  the  Essential  Services 
Disputes  Act,  to  a  paramount  requirement  to  consider  government 
employers’  ability  to  pay.  Further,  in  Re  British  Columbia  Institute  of 
Technology  and  British  Columbia  Government  Employees  Union,  an 
unreported  ruling  (no. 2/84)  dated  8  March  1984,  the  compensation 
commissioner  held  that  the  ability  to  pay  of  an  employer  funded  by  the 
government  is  directly  related  to  the  government’s  willingness  to 
fund,  thus  preventing  any  serious  arbitral  scrutiny  of  real  economic 
factors,  as  opposed  to  current  economic  policy. 

One  impact  of  this  legislation  and  the  ruling  based  upon  it  is  that, 
at  least  in  the  parapublic  and  peripublic  sectors,  where  an  employer  is 
directly  dependent  upon  the  government  for  funding,  the  government 
can  exert  strict  and  incontestable  control  over  wage  increases  simply 
by  manipulating  its  funding  decisions.  In  short,  interest  arbitration 
would  appear  to  have  virtually  no  role  to  play  in  British  Columbia  any 
longer,  except  as  a  mechanism  for  determining  what  salary  increases, 
if  any,  can  be  squeezed  out  of  a  specific  government  funding  decision. 

An  even  more  intrusive  piece  of  legislation  is  the  Public  Sector 
Restraint  Act  (S.B.C.  1983,  c.26),  which  had  the  effect  of  cancelling  all 
job-security  provisions  that  had  been  won  over  many  years  of  col¬ 
lective  bargaining.  The  Act  also  stipulates  that  any  new  job  security 
provisions  can  only  establish  mechanisms  for  selecting  who  is  to  be 
laid  off  and  for  severance  pay  and  not  for  job  security  in  any  sub¬ 
stantive  sense.  Further,  all  new  provisions  which  fit  this  and  other 
stringent  requirements  of  the  statute  still  must  be  approved  by  the 
Compensation  Stabilization  Commissioner,  and  are  at  all  times 
subject  to  the  withdrawal  of  that  approval,  apparently  for  any  reason 
at  all.  This  legislation,  which  is  permanent,18  thus  has  the  effect  of 
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rendering  compensation  increases  and  job  security  virtually  non- 
negotiable  in  British  Columbia.  This  form  of  legislative  approach 
makes  the  legislature  the  arm  of  the  government  as  employer,  a 
remarkable  reversal  of  the  usual  political  order  to  achieve  short-term 
economic  goals. 

Direct  legislative  intervention  in  Quebec 

The  extraordinary  events  of  1982  and  1983  in  British  Columbia  were 
paralleled  by  similar  intervention  in  Quebec.19  In  1982,  the  Quebec 
government  announced  that  it  planned  to  recoup  a  shortfall  of  some 
$700  million  in  its  budget  by  cancelling  the  negotiated  compensation 
increases  for  public  sector  employees  that  were  still  due  under  the 
expiring  collective  agreements.  The  government  also  threatened  to 
eliminate  some  17,000  jobs  should  the  public  sector  unions  refuse  to 
reopen  the  agreements.  Despite  the  threat,  the  unions  did  not  co¬ 
operate.  The  government’s  response  was  to  introduce  Bill  70  (S.Q. 
1982,  c.35).  This  provision  extended  all  public  sector  collective 
agreements  for  three  months,  during  which  time  wage  rates  were 
dramatically  reduced. 

Unfortunately  for  the  unions,  this  act,  however  draconian,  was  not 
simply  restraint  legislation.  A  provision  was  established  that  per¬ 
mitted  the  legislation  to  be  amended  by  collective  agreement.  Since 
all  collective  agreements  were  coming  up  for  renewal,  the  government 
placed  considerable  pressure  on  the  bargaining  agents  to  come  to  the 
bargaining  table.  In  other  words,  the  government  forced  the  unions 
to  negotiate  under  the  threat  of  a  dramatic  decrease  in  wage  rates  for 
their  members  unless  an  agreement  was  concluded.  In  light  of  the 
standard  provision  in  Canadian  labour-relations  legislation  pro¬ 
hibiting  an  employer  from  altering  the  terms  and  conditions  of 
employment  during  negotiations,  this  was  an  incredible  intervention 
by  the  legislature  into  the  negotiating  process. 

Needless  to  say,  the  negotiations  did  not  proceed  happily.  Before 
the  agreed  expiry  date  of  the  collective  agreements,  the  government 
introduced  more  new  legislation,  an  Act  known  as  Bill  105  (S.Q.  1982, 
c.45).  Briefly  stated,  this  legislation  gave  the  government  the  power 
to  impose  collective  agreements  on  all  public  sector  employees  for  a 
three-year  period.  This  move  constituted  a  virtual  abandonment  of 
any  pretense  that  any  collective  bargaining  could  still  take  place  in 
that  round  of  negotiations.  A  flurry  of  strikes  took  place  in  early  1983, 
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resulting  in  new  legislation  in  February  -  Bill  111  (S.Q.  1983,  c.l),  an 
act  established  to  ensure  the  resumption  of  services  in  public  schools 
and  colleges.  Simply  put,  this  was  back-to-work  legislation  of  the 
most  draconian  kind.  All  strikes  were  ordered  stopped.  Penalties  for 
a  failure  to  obey  included  the  possibility  of  immediate  discharge 
without  recourse,  loss  of  union  rights  negotiated  in  collective  agree¬ 
ments,  reductions  in  salary,  loss  of  seniority  for  individual  employees, 
and  fines. 

Since  all  of  the  strikes  in  early  1983  technically  were  illegal,  all  of 
the  collective  agreements  having  been  extended  by  the  legislation,  a 
certain  surrealistic  atmosphere  could  be  said  to  have  surrounded 
these  events.  Having  made  strikes  illegal  by  legislation  that  so  in¬ 
furiated  the  unions  that  they  undertook  illegal  strikes,  the  govern¬ 
ment  was  forced  to  pass  more  legislation  to  make  the  strikes  doubly 
illegal  -  an  obvious  recipe  for  disaster.  There  were  vigorous  but 
unsuccessful  attempts  to  find  a  solution  that  would  prevent  the 
passage  of  this  bill,  but  ultimately  it  became  law.  Eventually,  the 
strikes  came  to  an  end.  The  government  achieved  most  of  what  it 
wanted  by  way  of  remissions  of  scheduled  and  negotiated  pay 
increases;  none  of  this,  however,  was  achieved  at  the  bargaining  table. 
Only  the  process  of  legislative  confiscation  was  effective. 

A  leading  Quebec  labour  relations  scholar,  who  is  himself  not 
without  sympathy  for  the  plight  of  the  Quebec  government,  has  come 
to  the  following  despairing  conclusion  about  these  events: 

Dramatizing  just  a  little,  one  can  say  that  this  round  of 
bargaining  has,  for  all  practical  purposes,  buried  the  Quebec 
public  sector’s  right  to  strike,  and  with  it  the  right  to  bargain 
collectively  in  the  sense  in  which  the  term  is  usually  under¬ 
stood  in  North  America.  Whether  these  effects  are  good  or  bad 
for  Quebec  remains  a  matter  for  discussion;  the  problem  lies  in 
the  existence  of  conflicting  rights  and  of  varying  priorities 
with  regard  to  them.  (Hebert,  1984,  275) 

As  I  have  already  concluded  for  British  Columbia,  this  remarkable 
intervention  of  the  legislature  into  a  dispute  between  the  government 
as  employer  and  its  employees  does  indeed  appear  to  mark  the  end  of 
public  sector  collective  bargaining  in  Quebec.  Once  a  government 
takes  the  extraordinary  steps  of  disregarding  freely  negotiated  terms 
and  conditions  of  employment  and  altering  negotiated  and  executed 
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collective  agreements,  it  is  difficult  to  understand  how  any  public 
service  union  could  enter  into  meaningful  negotiations  in  the 
appropriate  spirit  of  trust  and  respect.  In  my  view,  the  extent  and  the 
nature  of  the  interventions  by  the  legislatures  in  these  two  provinces 
sounds  the  death  knell  for  real  collective  bargaining  in  those 
jurisdictions.  No  doubt,  reverberations  from  that  knell  will  be  heard 
across  the  country  for  years  to  come. 

CONCLUSIONS 

In  a  country  as  diverse  as  Canada,  we  have  been  well  served  by  the 
constitutional  structure  in  that  it  permits  different  collective¬ 
bargaining  regimes  to  be  developed  in  different  jurisdictions.  The 
existence  of  a  number  of  different  models  for  resolving  essentially  the 
same  problem  has  allowed  us  to  make  interesting  and  valuable 
comparisons  and  to  engage  in  qualitative  analysis  of  the  various 
solutions  proposed. 

One  salient  fact  to  be  observed  from  this  analysis  is  that  there  are  a 
number  of  jurisdictions  that  have  found  it  unnecessary  to  enact 
special  legislation  for  public  service  collective  bargaining,  or  to 
prohibit  strikes  by  public  servants,  or  to  enact  restraint  legislation. 
This  fact  must,  at  the  very  least,  cast  some  doubt  upon  the  ration¬ 
alizations  advanced  by  those  jurisdictions  that  have  taken  any  or  all  of 
these  actions.  A  second  important  fact  is  that  it  is  the  two  provinces  in 
which  public  sector  unions  have  engaged,  by  popular  if  impressionistic 
opinion,  most  intensely  in  political  activity  where  the  governments 
concerned  have  found  it  necessary  to  involve  the  legislature,  a 
political  body,  in  the  negotiation  process.  However  one  may  deplore 
this  outcome,  it  may  be  salutary  for  public-service  unions  to  consider 
how  sowing  political  wind  may  well  reap  a  legislative  whirlwind. 

It  is  also  of  interest  that  those  same  jurisdictions  that  have  been 
most  heavily  involved  in  compulsory  binding  arbitration  have  also 
found  it  necessary  to  pass  restraint  legislation.  It  may  be  that  this 
merely  speaks  volumes  for  the  profligacy  of  arbitrators.  However,  it 
may  also  be  that  once  a  government  abandons  responsibility  for  public 
service  employment  conditions  to  third  parties,  it  has  taken  a  step 
along  the  path  to  bureaucratization  of  collective  bargaining.  This 
path  simply  leads  to  more  and  more  potentially  harmful  intervention 
by  bureaucrats  and  administrators  and  less  input  by  the  negotiators 
for  the  parties. 
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In  any  case,  it  is  plain  that,  after  nearly  two  decades  of  effective 
collective  bargaining,  public  sector  labour  relations  in  this  country 
are  now  in  considerable  difficulty.  Whatever  mutual  trust  and  respect 
existed  in  many  jurisdictions  has  been  lost,  probably  irrevocably  in 
some  cases.  Less  and  less  do  governments  appear  inclined  to  dis¬ 
tinguish  between  their  duties  as  employer  and  as  legislator. 

Perhaps  the  worst  feature  of  this  development  is  that  a  number  of 
governments  are  completely  disregarding  the  sanctity  of  freely 
negotiated  contracts.  The  implications  of  this  disregard  are  profound. 
What  if  governments  proceeded  to  treat  their  commercial  contracts  in 
the  same  cavalier  fashion  as  some  of  them  have  treated  their 
employment  contracts?  Those  governments  would  have  a  great  deal  of 
difficulty  finding  anyone  to  deal  with  them  on  anything  more  than  a 
cash  basis;  the  international  business  and  financial  community  would 
undoubtedly  work  to  limit  their  ability  to  raise  and  expand  credit. 

Like  Professor  Swimmer,  whose  paper  is  presented  elsewhere  in 
this  volume,  I  am  of  the  view  that  public  sector  labour  relations  are 
best  conducted  when  there  is  wide  scope  for  exercising  the  right  to 
strike,  limited  only  by  a  commitment  to  ensure  essential-service 
protection  and  maintenance.  In  my  view,  the  Quebec  model  as  set  out 
in  the  recent  amendments  to  the  Labour  Code  is  in  many  ways 
particularly  exemplary;  the  fact  that  the  Quebec  government  may 
never  act  on  it  does  not  detract  from  its  relative  technical  excellence. 
If,  however,  such  a  model  is  to  have  any  effect,  it  must  be  allowed  to 
operate  without  intrusive  government  involvement.  In  these  troubled 
economic  and  political  times,  such  an  experiment  seems  unlikely. 

NOTES 

1  These  latter  terms  are  in  common  use  in  Quebec,  and  are  bor¬ 
rowed  from  Hebert  (1984).  The  'public  sector’  refers  to  direct 
government  employees,  or  members  of  the  public  service  proper, 
including  both  permanent  and  casual  employees.  The  term  'para- 
public’  describes  the  social  affairs  and  education  sectors,  with  the 
social  affairs  sector  including  employees  of  public  and  private 
hospitals,  homes  for  the  elderly,  and  other  health-care  insti¬ 
tutions,  and  the  education  sector  including  employees  both  of 
public  schools  and  provincially  owned  colleges.  The  'peripublic 
sector’  includes  employees  of  government  agencies,  such  as 


72 


provincial  hydro  authorities,  liquor  boards,  and  similar  province- 
owned  utilities. 

Where  applicable,  I  have  used  these  terms  throughout,  some¬ 
times  with  qualifications  as  necessary  to  achieve  precision.  On 
the  other  hand,  occasionally  the  term  'public  sector  broadly 
defined’  is  found,  which  is  used  when  all  three  of  the  above  groups 
of  public  employees  are  under  discussion. 

2  Apart  from  the  essential-service  legislation  outlined  below, 
municipal  employees  in  every  jurisdiction  are  still  assimilated 
into  the  private  sector.  For  some  flavour  of  the  early  history  of 
municipal  labour  relations,  see  Frankel  and  Pratt  (1954). 

3  With  the  passage  in  1965  of  the  Hospital  Labour  Disputes 
Arbitration  Act  (R.S.O.  1980,  c.205),  a  binding,  conventional, 
tripartite  arbitration  system  was  grafted  onto  the  Labour  Rela¬ 
tions  Act  for  employees  in  hospitals,  nursing  homes,  and  similar 
institutions. 

4  This  Act  will  be  discussed  further  below. 

5  A  similar  provision  is  found  in  the  Canada  Labour  Code,  R.S.C. 
1970,  c.  L-l,  as  amended,  s.  181. 

6  The  exceptions  are  firefighters  and  teachers,  who  are  covered  by 
compulsory  arbitration  statutes;  see  Fire  Departments  Arbitra¬ 
tion  Act,  C.C.S.M.,  c.F-60,  as  amended;  Public  Schools  Act, 
C.C.S.M.,  c. P-250,  as  amended. 

7  These  employees  are  covered  by  the  Labour  Code,  but  that  Code 
removes  the  right  to  strike  and  provides  for  compulsory  arbi¬ 
tration;  see  Labour  Code,  R.S.Q.  1977,  c.C-27,  as  amended,  ss.  94- 
99  and  s.  105;  Police  Force  Syndical  Plan  Act,  R.S.Q.  1977,  c.R-14, 
as  amended  as  to  the  Surete  Quebec,  and  Public  Service  Act,  S.Q. 
1983,  c.55,  s.64  as  to  peace  officers  of  various  kinds  employed  by 
the  provincial  government. 

8  Some  of  the  history  of  this  provision,  and  its  dramatic  use  during  a 
strike  in  the  Vancouver  General  Hospital,  is  recounted  by  P. 
Weiler  (1980),  chapter  7. 

9  The  early  history  of  interest  arbitration  under  this  legislation  is 
described  in  J.  Weiler  (1981). 

10  This  provision  still  exists  in  the  Public  Service  Act,  S.Q.  1983,  c. 
59,  s.  69.  For  the  early  history,  see  Hebert  (1984),  239-45. 

11  The  provisions  for  the  two  schemes  can  be  found  in  ch.  V.l, 
Divisions  II  and  III  respectively. 


73 


12  Re  Canadian  Air  Traffic  Control  Association  and  The  Queen  in 
Right  of  Canada,  etal.  (1982),  134  D.L.R.  (3d)  577  (S.C.C.). 

13  R.S.O.  1980,  c. 464.  The  operation  of  this  legislation  is  extensively 
described  in  Downie  (1984). 

14  This  is  a  problem  shared  to  some  extent  by  the  legislation  in 
Quebec  and  New  Brunswick,  which  require  mutual  consent  of 
both  parties  for  binding  interest  arbitration.  However,  the 
problem  has  been  avoided  in  the  federal  public  sector  and  in 
British  Columbia,  where  the  right  to  invoke  binding  arbitration  is 
given  to  the  union. 

15  In  addition,  a  so-far  unsuccessful  challenge  to  the  legislation  has 
commenced  in  the  courts;  see  Newfoundland  Association  of  Public 
Employees  v.  Newfoundland  (1985),  1  Nfld.  &  P.E.I.R.  1  (Nfld. 
S.C.T.D.).  A  complaint  has  also  been  made  to  the  International 
Labour  Organization’s  Freedom  of  Association  Committee.  No 
result  had  been  reported  at  the  time  of  publication. 

16  S.P.E.I.  1983,  c.  4;  the  regulations  are  E.C.  1017/74,  as  amended. 

17  For  technical  jurisdictional  reasons,  there  are  some  doubts  as  to 
whether  a  statutory  arbitrator  is  acting  outside  his  jurisdiction  if 
he  attempts  to  mediate  a  dispute  without  some  specific 
authorization  to  do  so.  See  Swan  (1984),  328-9. 

18  The  Premier  of  British  Columbia  has  recently  announced  that  he 
intends  these  public  sector  restraint  programs  to  stay  in  effect 
indefinitely.  See  Globe  and  Mail,  3  January  1984,  8. 

19  This  history  is  described  in  much  greater  detail  in  Hebert  (1984), 
269-75,  from  which  this  summary  is  adapted. 
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Comments 

John  Crispo 


Let  me  begin  this  commentary  by  briefly  and  frankly  stating  my  basic 
biases  concerning  the  subject  at  hand.  Because  I  know  collective 
bargaining  to  be  a  critical  component  of  the  hierarchy  of  values  and 
institutions  that  permeates  our  general  socioeconomic-political  sys¬ 
tem,  I  champion  collective  bargaining  just  as  much  in  the  public  sector 
as  in  the  private  sector.  Further,  given  my  well-developed  skepticism 
about  either  compulsory  or  voluntary  interest  arbitration  -  to  which  I 
shall  return  -  I  also  believe  very  strongly  in  the  right  of  labour  to 
strike  and  management  to  lock  out  in  both  the  public  and  private 
sectors  of  the  economy. 

Turning  to  Ken  Swan’s  presentation,  I  find  little  to  quarrel  with 
and  will  therefore  concentrate  on  underscoring  some  of  his  major 
themes,  albeit  in  a  manner  that  he  may  not  entirely  welcome  as  a 
professional  arbitrator.  Before  doing  so,  however,  I  will  inject  a  major 
caveat  about  the  advantages  that  he  claims  have  arisen  from  allowing 
a  variety  of  public  sector  dispute-settlement  techniques  to  exist  in 
Canada.  While  there  is  some  validity  to  this  general  claim,  it  hardly 
justifies  the  undue  and  unwise  imposition  of  a  number  of  such  tech¬ 
niques  on  different  parts  of  the  public  services  in,  as  one  example, 
Ontario  alone. 

Disadvantages  of  interest  arbitration 

Having  injected  this  caveat,  let  me  now  deal  with  the  role  of  conflict 
and/or  the  threat  of  conflict  in  collective  bargaining.  It  is  the  risk 

John  Crispo  is  a  Professor  of  Political  Economy  with  the  Faculty  of  Management 
Studies,  University  of  Toronto. 
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itself  of  strikes  or  lockouts  that  provides  the  indispensable  catalyst  for 
making  the  collective-bargaining  system  work.  In  this  sense,  it  is 
perfectly  logical  to  argue  that  actual  conflicts  can  be  resolved  pri¬ 
marily  through  the  threat  of  conflict  over  appropriate  terms  and 
conditions  of  employment.  This  is  reason  enough  to  be  opposed  to 
anything  as  draconian  as  compulsory  arbitration  to  resolve  labour 
disputes  except  as  a  last  resort  to  be  used  only  on  an  ad  hoc  basis, 
when  all  else  fails  and  when  the  public’s  health,  safety,  or  well-being 
is  jeopardized. 

There  are  many  other  reasons  for  opposing  interest  arbitration  of 
any  kind,  only  three  of  which  will  be  touched  upon  here.  First, 
management  loses  financial  control  once  it  is  subjected  to  any  form  of 
interest  arbitration.  In  the  case  of  my  own  university,  for  example, 
the  administration  has  virtually  abdicated  its  authority  over  the 
university’s  budget  through  submitting  disputes  with  its  faculty  to  a 
bastardized  form  of  voluntary  arbitration  by  a  three-person  tribunal 
that  bears  no  responsibility  for  the  consequences  of  its  handiwork. 

Second,  any  kind  of  interest  arbitration  has  a  destructive  effect 
upon  the  collective-bargaining  process  itself.  Once  parties  are 
confronted  by  the  prospect  of  binding  arbitration,  they  have  little 
incentive  to  resolve  differences  on  their  own,  since  either  or  both  sides 
may  anticipate  a  better  deal  for  themselves  through  arbitration. 
Although  this  destructive  effect  is  lessened  when  final-offer  selection 
is  employed,  the  same  basic  flaw  remains. 

The  damaging  effects  of  interest  arbitration  on  collective  bargain¬ 
ing  might  be  reduced  somewhat  were  it  not  for  the  third  issue  to  be 
dealt  with  here.  There  are  many  criteria  to  be  considered  in  interest 
arbitration.  Among  the  more  common  of  these  are  changes  in  the  cost 
of  living  and  productivity  and  internal  and  external  comparisons  in 
terms  of  both  compensation  levels  and  wage  increases.  Less  attention, 
however,  is  usually  paid  to  equally  relevant  criteria  such  as  recruit¬ 
ment  or  retention  problems,  the  general  state  of  the  labour  market, 
and/or  the  fiscal  capacity  of  the  institution  in  question.  Worst  of  all, 
little  or  no  recognition  is  given  to  the  proclivity  of  arbitrators  to  try  to 
preserve  their  lucrative  practices  simply  by  rendering  awards  in 
between  the  parties’  positions  regardless  of  the  merits  involved.  Arbi¬ 
trators  can  rationalize  just  about  any  award  imaginable  in  order  to 
maintain  their  batting  average  and  thus  their  acceptability. 
Sometimes  I  think  this  is  the  major  factor  that  arbitrators  weigh  in 
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the  balance  despite  other  justifications  they  may  offer  for  their 
awards. 

Restraint  programs 

A  few  thoughts  about  wage  and  price  controls  and  government  re¬ 
straint  programs  in  general  are  in  order  before  dealing  with  the 
challenge  of  maintaining  essential  services  in  the  course  of  an 
industrial  dispute.  In  terms  of  their  effects  on  collective  bargaining, 
controls  are,  of  course,  even  more  devastating  than  interest  arbi¬ 
tration.  When  carried  to  their  ultimate  end,  controls  virtually 
eliminate  any  form  of  meaningful  collective  bargaining.  And  all  this 
is  a  con  and  a  fraud  -  a  distraction  and  a  sideshow  -  designed  to  give 
the  impression  of  an  effective  anti-inflationary  policy  when  more  often 
than  not  no  such  policy  exists. 

This  is  not  to  suggest  that  restraint  is  never  called  for  in  collective 
bargaining  any  more  than  in  any  other  mechanisms  for  determining 
costs,  incomes,  or  prices.  The  question  is  how  to  achieve  such  re¬ 
straint,  especially  in  the  collective-bargaining  arena.  The  answer 
should  not  lie  in  legislative  fiats  imposing  arbitration,  controls,  or 
other  authoritarian  approaches.  Instead,  what  is  needed  is  deter¬ 
mination  on  the  part  of  employers  -  both  public  and  private  -  to  say  no 
when  it  is  appropriate,  even  if  saying  no  leads  to  conflict. 

Of  course,  a  serious  problem  may  arise  if  an  essential  public  or 
private  service  is  jeopardized  by  the  ensuing  strife.  Effective  mac¬ 
hinery  thus  has  to  be  in  place  to  protect  the  public  in  such  instances 
from  real  harm  -  not  inconvenience.  To  this  end,  the  Prime  Minister’s 
Task  Force  on  Labour  Relations,  of  which  I  was  a  member,  recom¬ 
mended  that  there  be  a  standby  Public  Interests  Dispute  Commission 
in  the  federal  jurisdiction  to  advise  and  counsel  the  government,  on 
request,  on  how  best  to  handle  potential  emergencies.  We  proposed 
that  this  commission  draw  on  what  is  known  as  the  'arsenal  of 
weapons’  or  'choice  of  procedures’  approach  to  potential  essential- 
industry  disputes.  The  key  to  the  success  of  such  an  approach  lies  in 
the  commission’s  not  having  to  put  forward  an  advance  remedy  for  an 
emergency  that  has  not  yet  arisen.  Given  the  uncertainty  (for  the 
parties)  and  flexibility  (in  designing  solutions)  associated  with  such 
an  approach,  the  parties  involved  could  not  possibly  'sabotage’  any 
procedure  that  is  eventually  chosen  to  deal  with  the  dispute  through 
factoring  a  counterploy  to  it  into  their  own  dispute  strategies. 


78 


One  obvious  way  to  adapt  to  emergency  situations  is  to  enforce 
partial  operation.  This  approach,  however,  should  only  be  deployed  at 
the  last  moment  in  the  most  critical  of  circumstances.  British 
Columbia  has  used  this  strategy  quite  astutely  in  a  number  of  cases, 
while  the  federal  government  has  occasionally  abused  it,  most 
blatantly  in  the  air-controllers’  dispute,  when  it  designated  about  75 
per  cent  of  the  air  controllers  essential,  thereby  rendering  any  sort  of 
strike  totally  ineffectual. 

In  the  event  of  a  partial-operation  order  -  or  indeed  of  any  other 
attempt  to  protect  absolutely  essential  services  -  the  question  arises 
as  to  what  should  be  done  in  the  face  of  defiance  by  either  labour  or 
management  or  both.  For  a  short  time  the  PQ  government  in  Quebec 
inadvertently  allowed  those  adversely  affected  by  such  defiance  to 
instigate  class-action  suits  against  the  offending  party.  Should 
governments  refuse  to  uphold  the  law  in  the  face  of  defiance  of  partial- 
operation  orders,  I  think  such  recourse  to  class-action  suits  should 
continue  to  be  made  available  as  an  option. 

To  conclude,  we  make  far  too  much  of  the  alleged  differences 
between  public  and  private  sector  negotiations.  I  recommend  that 
there  be  one  general  law  for  all  groups  of  employees  who  wish  to  take 
advantage  of  collective  bargaining.  While  this  general  law  might 
have  to  include  the  odd  special  feature  for  particular  industries,  no 
such  feature  should  compromise  the  basic  collective-bargaining  rights 
of  any  group  of  workers.  Thus  there  would  be  no  place  in  any  such 
law  -  or  any  other  law  for  that  matter  -  for  anything  like  compulsory 
arbitration  of  interest  disputes  or  any  kind  of  wage  controls. 

Major  interference  in  the  collective-bargaining  process  should  only 
be  countenanced  sparingly  and  when  there  is  a  real  threat  to  the 
public’s  health,  safety,  or  well-being.  Otherwise,  collective  bargain¬ 
ing  should  be  left  as  free  and  unfettered  as  possible  in  order  to  allow 
the  process  to  function  at  its  best;  that  is,  to  resolve  conflict  through 
the  threat  of  even  more  conflict. 


79 


Wage  settlements  in  the  Ontario 
public  sector  and  the  Ontario 
controls  program 

Douglas  Auld  and  David  Wilton 


OUTLINE  OF  THE  PAPER 

This  paper  is  comprised  of  eight  basic  components.  The  first  section 
provides  an  introduction  and  an  overview.  The  second  section  de¬ 
scribes  the  structure  of  controls  on  the  Ontario  public  sector.  In  the 
next  part  of  the  analysis,  an  Ontario  Department  of  Labour  micro 
database,  containing  all  wage  contracts  involving  200  or  more 
employees,  is  used  to  analyse  the  pattern  of  public  and  private  sector 
wage  increases  in  Ontario.  In  the  fourth  section,  these  'micro’  data  are 
employed  to  estimate  a  basic  wage-settlement  equation  for  the 
Ontario  public  sector.1  The  Ontario  database  is  used  here  rather  than 
Labour  Canada’s  database,  because  the  latter  incorporates  only  those 
contracts  involving  500  or  more  employees,  while  many  Ontario 
public  sector  contracts  involve  less  than  500  employees,  particularly 
in  the  education  and  health  sectors.  The  purpose  of  this  part  of  the 
analysis  is  to  determine  similarities  and  differences  between  private 
and  public  sector  wage  behaviour  in  the  1978-83  period.  The  es¬ 
timated  public  sector  wage  equation  is  also  disaggregated  into  four 
subsectors:  local  government,  education,  health,  and  provincial  gov¬ 
ernment. 

Douglas  Auld  is  a  Professor  of  Economics  at  the  University  of  Guelph. 

David  Wilton  is  a  Professor  of  Economics  at  the  University  of  Waterloo. 
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The  fifth  section  of  the  paper  focuses  on  the  impact  of  the  control 
program  on  public  sector  wage  increases.  We  analyse  whether  con¬ 
trols  had  an  independent  effect  on  wage  settlements  in  late  1982  and 
1983.  The  sixth  section  describes  an  estimated  private  sector  wage- 
settlement  equation  covering  the  same  time  period.  It  also  examines 
the  possible  impact  that  controls  might  have  had  on  the  private  sector. 
Concern  has  been  expressed,  for  example,  that  wage  settlements  in 
the  private  sector  have  been  influenced  by  wage  settlements  in  the 
public  sector  in  a  way  that  slows  down  the  adjustment  process  towards 
lower  labour  costs  and  less  inflation.  This  notion  of  wage  settlements 
in  one  sector  influencing  or  promoting  a  'spillover’  effect  in  other  sec¬ 
tors  is,  of  course,  not  new.  Spillover  effects  may  even  occur  across 
large  areas.  However,  it  is  more  likely  that  a  public-to-private  spill¬ 
over  would  occur  within  a  relatively  narrow  geographical  area  or 
industrial  grouping.  The  next  section  of  the  paper  examines  this 
possibility  of  wage  spillovers,  from  both  the  private  sector  and  the 
public  sector. 

The  final  section  of  the  paper  summarizes  our  findings  and  offers  a 
tentative  conclusion  with  regard  to  the  need  for  public  sector  wage 
controls. 

INTRODUCTION 

The  1982  program  of  wage  controls  in  Ontario  was  not  the  first  time 
that  the  normal  collective-bargaining  process  has  been  restrained  by 
legislation.  The  establishment  of  the  Anti-Inflation  Board  (AIB)  by  the 
federal  government  in  1975  subjected  both  private  and  public  sector 
collective  bargaining  to  legislative  authority.  On  the  other  hand,  the 
1982  program  in  Ontario,  as  well  as  the  federal  government’s  '6  and  5’ 
program  and  other,  provincial  wage-restraint  programs  applied  only 
to  the  public  sector. 

The  statements  made  by  Ontario  politicians  at  the  time  of  imposing 
the  1982  controls  provide  only  a  superficial  clue  as  to  why  these 
controls  were  only  directed  at  public  sector  workers.  However,  the 
underlying  reasons  for  behaving  in  such  a  manner  can  be  traced  back 
to  the  Public  Service  Staff  Relations  (PSSR)  Act  that  was  passed  by 
Parliament  in  1967. 

The  PSSR  Act  gives  the  same  bargaining  rights  to  the  public  sector 
as  exist  for  the  private  sector.  This  ruling  was  greeted  with  enthusi- 
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asm  by  all  levels  of  employees  of  the  public  sector,  and  with  suspicion 
and  concern  by  almost  everyone  else.  One  commentator  remarked: 

I  have  been  surprised  that  comparatively  little  has  been 
written  to  date  about  the  impact  this  revolutionary  labour 
relations  law  might  have  on  our  nation.  This  'sleeping  giant’ 
will  soon  be  awakened  and  I  am  convinced  that  its  thundering 
voice  will  exert  influences  hitherto  not  fully  appreciated.  (J. 
Carson  in  Financial  Post,  14  October  1967) 

Why  was  such  a  law  viewed  as  'revolutionary’?  Should  not  workers 
have  the  right  to  unionize,  to  bargain  freely,  and,  with  the  exception  of 
those  who  work  in  absolutely  essential  services,  have  the  right  to 
strike?  Many  would  have  said  no  in  1967  and  would  still  say  no  today. 
Their  argument  against  public  sector  wage-bargaining  parity  with 
the  private  sector  is  founded  on  the  belief  that,  for  the  following 
reasons,  industrial  relations  in  the  public  sector  are  very  different 
than  in  the  private  sector: 

1  In  the  public  sector  the  employer-employee  relationship  is  indirect; 
politicians  do  not  negotiate  with  public  sector  employees  on  behalf  of 
the  public  sector.  Management  for  the  most  part  is  composed  of  public 
sector  employees. 

2  Given  the  system  of  tenure  in  the  public  service,  wages  may  not  be 
responsive  to  changes  in  the  labour  market. 

3  The  profit  motive  or  profit  constraint  is  replaced  in  the  public  sector 
by  political  motives  or  other  considerations. 

4  Ability  to  pay,  an  important  consideration  in  private  sector 
collective  bargaining,  may  be  of  much  less  importance  in  public  sector 
negotiations. 

A  lively  debate,  going  back  almost  ten  years,  has  centred  on  the 
validity  of  these  'unique’  characteristics  of  the  public  sector.  Mean¬ 
while,  empirical  evidence  has  demonstrated  that  the  same  factors  that 
determine  changes  in  private  sector  wages  also  determine  changes  in 
public  sector  wages.  And  while  one  cannot  deny  that  the  industrial- 
relations  framework  in  the  public  sector  is  different  from  that  in  the 
private  sector,  it  must  also  be  recognized  that  there  is  a  wide  variety  of 
institutional  arrangements  in  the  private  sector.  A  single  union  in 
the  private  sector,  for  example,  may  bargain  on  behalf  of  workers  in 
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different  plants  and  firms,  and  even  in  different  countries.  Further, 
ability  to  pay,  while  not  directly  linked  to  product  prices  and  costs, 
should  still  be  seen  as  an  important  factor  in  the  public  sector. 
Taxation  increases  and/or  increases  in  the  size  of  the  deficit  do  have 
their  limits. 

In  the  mid-1970s,  there  was  a  widespread  belief  that  rising  public 
sector  wages  were  a  primary  cause  of  the  inflation  of  1973-5.  It  would 
not  be  an  overstatement  to  say  that  the  main  rationale  for  the 
establishment  of  the  AIB  was  likely  that  wages  in  the  public  sector 
were  out  of  control.  At  fhat  time,  however,  political  and  economic 
considerations  required  that  any  income-restraint  policy  be  universal 
in  its  application.  On  the  other  hand,  by  the  early  1980s,  attitudes 
had  changed  and  it  was  politically  feasible  to  impose  wage  controls  on 
the  public  sector  alone.  The  federal  government  led  the  way  with  the 
introduction  of  its  two-year  '6  and  5’  program. 

Later,  on  21  September  1982,  the  then-Treasurer  Frank  Miller 
introduced  Ontario’s  program  of  wage  and  price  controls  on  the  public 
sector  (Miller  1982).  The  controls  affected  2,700  collective-bargaining 
contracts  representing  over  500,000  employees  of  the  provincial  and 
local  governments,  including  those  working  in  health,  education,  and 
other  quasi-public-sector  groups  in  Ontario. 

In  his  speech  to  the  legislature,  Miller  made  repeated  reference  to 
the  notion  that  controls  were  necessary  to  prevent  substantial  layoffs 
in  the  public  sector: 

This  program,  by  limiting  public  sector  wage  increases,  at¬ 
tempts  to  refrain  from  adding  to  these  [unemployment!  rolls 
by  avoiding  the  need  for  public  sector  cutbacks  and  layoffs. 
(Ibid.,  10) 

In  short,  the  government  was  arguing  that  there  was  a  limit  to  what 
could  be  allocated  from  the  budget  to  cover  public  sector  wage  in¬ 
creases  and  that,  without  controls,  this  limit  would  soon  be  reached, 
necessitating  layoffs.  Thus,  lower,  'controlled’  wage  increases  were 
seen  to  promote  job  protection. 

In  addition  to  the  drain  on  the  public  treasury,  Miller  also  hinted 
that  public  sector  wage  increases  were  influencing  settlements  in  the 
private  sector: 
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The  program .  .  .  gives  the  private  sector  the  opportunity  to 
respond  on  its  own  to  the  need  for  restraint.  (Ibid.) 

The  minister  added  that  the  program  'should  demonstrate  to  the 
private  sector  that  we  ask  no  more  of  them  than  we  do  of  ourselves’ 
(ibid.). 

As  we  have  already  implied,  it  was  the  introduction  of  public  sector 
wage  controls  by  the  federal  government  (the  '6  and  5’  program)  in  the 
summer  of  1982  that  provided  the  Ontario  government  with  a  prece¬ 
dent  as  well  as  the  main  incentive  for  proceeding  with  controls.  While 
federal  controls  would  help  to  dampen  wage  inflation,  it  was  thought 
that  controls  on  the  rest  of  the  public  sector  in  Ontario  would  hasten 
the  success  of  the  anti-inflation  program.  In  addition,  by  the  end  of 
the  summer  of  1982,  it  was  clear  that  the  Canadian  economy  was  in  a 
recession.  And  while  recessionary  pressures  were  dampening  wage 
increases  in  some  areas  of  the  private  sector,  for  the  most  part  these 
wage  increases  remained  stubbornly  in  the  10  to  11  per  cent  range.  In 
short,  by  September  1982  there  was  little  evidence  that  wages  in  the 
aggregate  were  responding  substantively  to  the  recession.  Given  this 
context,  it  was  especially  disturbing  to  policy  makers  that  a  sig¬ 
nificant  number  of  public  sector  contracts  in  the  second  and  early 
third  quarter  of  1982  still  contained  wage-rate  increases  in  the  12  to 
15  per  cent  range. 

Such  statistics  must  have  persuaded  the  government  that  the 
deepening  recession  was  starting  to  have  an  impact  on  private  sector 
wage  contracts,  but  that  this  impact  was  undoubtedly  less  than  what 
it  could  have  been  because  of  the  higher  wage  increases  in  the  public 
sector.  The  public  sector  thus  had  to  be  reined  in.1 2  Yet,  as  we  shall  see 
below,  the  breakdown  into  four  subcategories  of  Ontario  public  sector 
wage  increases  suggests  that  not  all  segments  of  the  public  sector 
were  'out  of  line’  with  the  private  sector  in  the  precontrols  period. 

Now  that  Ontario  has  experienced  the  first  phase  of  controls 
(ending  in  late  1983),  several  questions  need  to  be  answered: 

1  Were  wage  settlements  in  Ontario  initially  insensitive  to  general 
labour-market  conditions  and  therefore  unresponsive,  in  terms  of  the 
rate  of  wage  inflation,  to  the  1982/3  recession? 

2  Were  wage  settlements  in  the  public  sector  inhibiting  the  adjust¬ 
ment  process  in  the  private  sector? 
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3  Was  the  Ontario  wage-restraint  program  effective  in  reducing  pub¬ 
lic  sector  wage  inflation? 

Before  turning  to  our  current  research,  it  should  be  noted  that  we 
analysed  wage  behaviour  in  the  Ontario  public  sector  during  the 
1966-75  period  in  an  earlier  study  for  the  Ontario  Economic  Council 
(see  Auld  and  Wilton  1981).  Employing  an  expectations-augmented, 
Phillips-curve  wage  equation,  we  observe  in  that  study  that  public 
sector  wage  increases  responded  to  labour-market  conditions  as  well 
as  both  price  expectations,  and  price  catchup  in  a  manner  similar  to 
that  of  the  private  sector.  Further,  no  statistical  evidence  was  un¬ 
covered  in  that  study  that  confirmed  the  existence  of  wage  spillovers 
from  the  public  to  the  private  sector.  This  work  will  be  referred  to  in 
more  detail  below. 

THE  STRUCTURE  OF  CONTROLS 

The  Ontario  wage-restraint  program  was  not  an  'instant  freeze’;  in 
fact,  a  number  of  contracts  ran  for  almost  a  year  before  a  limit  of  a  5 
per  cent  increase  was  imposed.  As  Figure  1  illustrates,  there  were 
four  basic  classifications  to  which  a  contract  could  be  assigned.  All 
contracts  were  tied  into  a  transition  year  (1  October  1981  to  30  Sep¬ 
tember  1982)  and  a  control  year  (1  October  1982  to  30  September 
1983).  The  four  classifications  are  described  below. 

Group  One.  If  a  contract  expired  before  1  October  1981,  and  if  there 
was  no  new  settlement  as  of  21  September  1982,  the  expired  contract 
was  simply  extended  to  the  anniversary  date  that  fell  within  the 
transition  year  (that  is,  from  1  October  1981  to  30  September  1982). 
The  contract  was  then  placed  in  a  transition  period  for  one  year. 
During  this  time,  wage  increases  could  not  exceed  9  per  cent  and  the 
Inflation  Restraint  Board  (IRB)  could  impose  a  wage  settlement  if  the 
parties  themselves  could  not  agree  on  one.  After  the  one-year  trans¬ 
ition  period,  the  contract  then  went  into  a  one-year  control  period  with 
a  5  per  cent  ceiling  on  wage  increases. 

Group  Two.  If  the  contract  expired  sometime  after  1  October  1981  but 
had  not  been  renewed  by  30  September  1982,  the  contract  was  placed 
in  a  one-year  transition  period  with  wage  increases  limited  to  9  per 
cent.  As  for  Group  One  contracts,  it  then  went  into  a  control  year  with 
a  5  per  cent  ceiling. 
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FIGURE  1 

Transition  year:  1  October  1981  to  30  September  1982;  Control  year:  1  October  1982  to  30  September  1983 
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controls  for  one  year  with  max.  wage 
increase  =  5  percent 


Group  Three.  If  the  contract  expired  in  the  control  year,  it  went  di¬ 
rectly  into  a  further  control  year  with  wage  increases  remaining  re¬ 
stricted  to  a  5  per  cent  ceiling. 

Group  Four.  If  a  multiyear  contract  was  destined  to  expire  after  1 
October  1983  (and  if  it  began  before  21  September  1982)  the  contract 
was  to  be  interrupted  on  its  anniversary  date  falling  within  the  con¬ 
trol  year  and  placed  in  a  new  control  year  with  a  5  per  cent  ceiling  on 
wage  increases. 

Two  examples  of  how  this  structure  works  are  given  in  Table  1. 

There  were  no  contracts  in  our  database  that  belonged  to  Group 
One.  Thus,  our  model  only  tests  for  the  effect  of  controls  on  the  second 
to  fourth  contract  groups. 

THE  PATTERN  OF  WAGES  IN  THE  PUBLIC  AND  PRIVATE  SECTOR 

Before  we  turn  to  our  econometric  results,  Table  2  and  Figures  2  to  7 
present  the  annualized,  quarterly  rates  of  change  in  wages  from  1978- 
83  for  the  Ontario  private  sector,  the  Ontario  public  sector,  and  four 
components  of  the  Ontario  public  sector  (education,  provincial  govern¬ 
ment,  local  or  municipal  government,  and  health  and  welfare). 
Clearly,  average  wage  settlements  in  the  Ontario  private  and  public 
sectors  have  moved  in  a  very  similar  manner  over  this  post-AIB  period. 
In  fact,  the  correlation  between  average  wage  settlements  in  the 
private  and  public  sectors  exceeds  80  per  cent.  Wage  settlements  in 
both  sectors  increased  during  the  late  1970s,  reached  a  peak  in  mid- 
1981,  and  then  rapidly  declined  during  the  latter  part  of  1982  and 
1983.  By  the  fourth  quarter  of  1983,  wage  settlements  in  the  Ontario 
public  sector  were  averaging  only  4.9  per  cent  and  wage  settlements 
in  the  Ontario  private  sector  were  down  to  a  5.1  per  cent  average 
(record  lows  since  Labour  Canada  began  tabulating  wage-contract 
data  in  1967). 

Considering  this  six-year  period  as  a  whole,  public  sector  wage  set¬ 
tlements  were,  on  average,  0.60  per  cent  per  annum  lower  than  wage 
settlements  in  the  Ontario  private  sector  (9.17  per  cent  compared  to 
9.77  per  cent).  Of  the  four  components  of  the  public  sector,  only  the 
health  sector  achieved  wage  settlements  that  were  on  average  higher 
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TABLE  1 


Wage  contracts  and  assignment  to  transition  and  control  years:  two  examples 


Status  of  contract 
as  of  2 1/09/82 

First  stage 

Second  stage 

Third  stage 

Example  One 
no  settlement  of 
contract  that 
expired  21  July 
1982;  last  contract 
called  for  8.5% 
annual  wage 
increase 

contract  extended 
to  20  July  1982 
with  8.5%  wage 
compensation 

contract  goes  into 
transition  period 
from  21  July  1982 
to  20  July  1983 
where  wage 

exceed  9% 

contract  is  in 
control  year 
from  21  July  1983 
where  wage 
increase  is  5%a 
increase  may  not 

Example  Two 
contract  expires 

4  March  1984 

contract  goes  into 
control  year  from 

5  March  1983  to 

4  March  1984  with 

wage  increases 
set  at  5% 

a  There  were  exceptions  for  those  on  lower  incomes. 


than  those  obtained  in  the  private  sector  (10.33  per  cent  compared  to 
9.77  per  cent),  largely  the  result  of  some  very  'healthy’  settlements  in 
1981  and  1982.  On  the  other  hand,  wage  settlements  in  the  education 
sector  averaged  more  than  a  full  one  percentage  point  per  annum 
lower  than  private  sector  wage  settlements  (8.6  per  cent  compared 
again  to  9.77  per  cent  in  the  private  sector). 

In  summary,  our  quarterly  tabulation  of  average  wage  settlements 
over  the  1978  to  1983  period  reveals  that  public  sector  wage  settle¬ 
ments  followed  the  same  cyclical  path  as  private  sector  settlements 
and,  with  the  exception  of  the  health  sector,  were  lower  (on  average) 
than  wage  settlements  obtained  by  private  sector  unionized  workers 
during  this  period. 

WAGE  DETERMINATION  IN  THE  ONTARIO  PUBLIC  SECTOR 

One  argument  frequently  put  forward  in  support  of  wage  controls  in 
the  public  sector  is  that  the  public  sector  is  unresponsive  to  the  mar- 

Q 

ket  forces  that  usually  shape  wage  changes  in  the  private  sector. 
However,  in  our  earlier  study  for  the  Ontario  Economic  Council  in 
1981,  we  estimated  a  basic  wage-change  equation  for  both  the  private 
and  public  sectors  and  found  considerable  similarity  between  the  two 
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FIGURE  2 

Average  annual  percentage  change  in  public  and  private  sector  wages,  1978-83 
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FIGURE  3 

Index  of  base  wage  rates  in  Ontario,  1978-83 
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FIGURE  4 

Wage  settlements  in  Ontario,  1978-83  -  private,  public,  local 
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FIGURE  5 

Wage  settlements  in  Ontario,  1978-83  -  private,  public,  provincial 
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NOTE:  Gaps  in  lines  indicate  quarters  where  no  contracts  were  signed. 


FIGURE  6 

Wage  settlements  in  Ontario,  1978-83  -  private,  public,  education 
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in  terms  of  how  wages  responded  to  labour-market  conditions,  price 
expectations,  and  compensation  for  unexpected  (and  uncompensated) 
past  inflation. 

We  have  employed  the  same  basic  equation  in  the  post-AlB  period  to 
examine  wage  inflation  in  the  public  and  private  sector  in  Ontario. 
Here,  we  postulate  that  changes  in  base  wage  rates  in  both  the  public 
and  private  sector  are  determined  by: 

-  price-inflation  expectations 

-  price  catchup,  or  compensation  for  the  past  unexpected  (and  un¬ 
compensated)  inflation  over  the  previous  contract  period 

-  labour-market  conditions  (as  measured  by  the  unemployment  rate 
or  help-wanted  index  in  Ontario).4 

The  results  of  the  basic  econometric  results  for  the  1978-83  period  are 
presented  in  Tables  3  and  4.  A  comparison  of  these  results  with  those 
of  the  earlier  (pre-AlB)  period  leads  to  several  important  conclusions: 

1  Inflation  catchup  does  not  appear  to  have  been  an  important  factor 
in  explaining  public  sector  wage  changes  in  this  latest  (1978-83) 
period,  despite  it  being  a  dominant  influence  in  the  earlier  (1967-75) 
period.  Given  the  much  less  volatile  inflation  rate  in  1978-81  and  the 
downward  trend  in  inflation  in  1982/3,  this  result  is  not  surprising. 

2  The  inflation-expectation  variable  is  highly  significant  and  has  a 
co-efficient  value  that  is  significantly  greater  than  unity. 

3  Wage  settlements  in  the  public  sector  do  respond  to  labour-market 
conditions.  (Either  the  Ontario  help-wanted  index  or  unemployment 
rate  exert  a  significant  effect  on  them). 

4  There  are  large  and  significant  negative  constant  terms  in  the  eco¬ 
nometric  equations  based  on  1978-83  data  -  a  striking  contrast  to  the 
insignificant  and  positive  constant  terms  of  the  pre-AIB  period.  This 
suggests  that  a  structural  shift  in  the  wage  equation  has  occurred. 

It  appears  that  any  unemployment  rate  in  excess  of  five  and  one- 
half  per  cent  yielded  a  negative  percentage  change  in  the  real  wage 
within  the  Ontario  public  sector  during  the  1978-83  period.  The  mag¬ 
nitude  of  this  negative  effect  differed  from  one  subsector  to  another. 

Because  of  the  differences  in  the  pattern  of  wage  changes  in  the  four 
subsectors  of  the  Ontario  public  sector,  we  ran  separate  wage  equa- 
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tions  for  each  one  (see  Table  4).  In  all  four  cases,  we  found  that  the 
labour-market  and  price-expectations  variables  were  significant 
determinants  of  wage  changes.  This  result  is  in  contrast  to  our  earlier 
work,  which  showed  the  price-expectations  variable  to  be  significant 
in  only  one  subsector  and,  concerning  the  labour-market  variable, 
that  there  was  a  'perverse’  relationship  between  wage  inflation  and 
unemployment  in  three  of  the  four  subsectors.5 

THE  IMPACT  OF  WAGE  CONTROLS 

To  test  the  hypothesis  that  wage  controls  exerted  a  significant  and 
independent  effect  on  public  sector  wage  settlements,  three  control 
'dummy’  variables  that  corresponded  to  the  explicit  form  of  the 
controls  (for  directly  controlled  contracts,  contracts  put  in  transition, 
and  interrupted  contracts)  were  incorporated  into  the  basic  wage 
equation.  To  show  how  these  variables  were  employed,  take  the 
example  of  a  contract  that  expired  in  July  1982  but  was  not  settled  by 
30  September  1982.  Such  a  contract  would  have  been  placed  in  a 
transition  year  where  the  maximum  annual  wage  increase  allowable 
was  9  per  cent.  If  union  and  management  'settled’  on  a  7.5  per  cent 
wage  increase  during  the  transition  year  (1  October  1982  to  30 
September  1983),  to  be  in  effect  for  that  year,  the  dummy  variable  for 
the  transition  year  would  be  assigned  a  value  of  one,  and  a  zero  value 
would  be  assigned  to  the  dummy  variables  for  the  other  two  control 
categories.  If  a  contract  was  directly  controlled  at  five  per  cent,  a  one 
would  be  assigned  to  the  directly  controlled  dummy  variable  and  a 
zero  to  the  others,  and  so  forth. 

The  results  of  the  econometric  work  presented  in  Tables  3  and  4 
suggest  the  following: 

1  In  aggregate  (that  is,  for  the  total  public  sector),  controls  appear  to 
have  provided  more  of  a  floor  than  a  ceiling  for  wage  increases. 

2  Wage  settlements  that  were  put  in  a  transition  year  (at  9  per  cent) 
prior  to  being  directly  controlled  were  likely  1.5  to  2  per  cent  higher 
than  they  would  have  been  in  the  absence  of  controls  (for  this  trans¬ 
ition  year). 

3  Wage  settlements  of  contracts  that  were  directly  controlled  (at  5  per 
cent)  were  somewhat  higher  (by  0.5  to  1.3  per  cent)  than  they  would 
have  been  in  the  absence  of  controls. 
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4  Wage  settlements  in  three  of  the  subsectors  (education,  local 
government,  and  provincial  government)  were  1  or  2  per  cent  lower 
than  what  they  would  have  been  in  the  absence  of  controls. 

5  Wage  settlements  in  the  health  sector  appear  to  have  been  higher 
than  what  they  would  have  been  in  the  absence  of  controls. 

6  The  'perverse’  effects  of  controls  on  the  total  public  sector  can  be 
traced  directly  to  their  especially  perverse  effects  in  the  health  sector. 

COMPARISONS  WITH  THE  ONTARIO  PRIVATE  SECTOR 

In  our  earlier  (1981)  Ontario  Economic  Council  study,  a  basic  wage 
equation  was  estimated  for  the  private  sector.  We  have  employed  the 
same  equation  here  in  order  to  determine  (1)  if  there  are  any  major 
differences  between  wage  determination  in  the  public  and  private 
sectors;  and  (2)  if  public  sector  controls  had  any  influence  on  private 
sector  wages  independent  of  price  inflation  and  labour  market 
changes.  (One  must  keep  in  mind  that  in  the  latter  part  of  1982,  when 
controls  on  the  public  sector  were  introduced,  the  Canadian  economy 
began  its  slide  into  a  recession  with  rapidly  rising  unemployment  and 
declining  price  inflation,  both  of  which  were  likely  to  have  affected  the 
wage  path  in  the  private  sector.) 

The  results  of  this  exercise,  presented  in  Table  5,  suggest  the 
following: 

1  Inflation  expectations  and  price  catchups  are  both  important 
determinants  of  the  change  in  base  wage  rates  in  the  private  sector. 
However,  price  expectations  as  a  determinant  of  wage  changes  are  not 
as  important  in  the  private  sector  as  in  the  public  sector. 

2  As  in  the  public  sector  equation,  the  constant  term  in  the  private 
sector  equation  is  negative,  but  the  latter  has  a  much  smaller  absolute 
value. 

3  Labour-market  variables  as  represented  by  either  the  help-wanted 
index  or  unemployment  rates  do  not  affect  the  size  of  wage  changes. 

4  On  average,  real  wage  increases  in  the  private  sector  are  negative 
only  when  the  unemployment  rate  reaches  7  or  8  per  cent,  as  com¬ 
pared  to  5.5  per  cent  for  the  public  sector. 
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TABLE  5 

Ontario  private  sector  wage-settlement  regressions  (^-statistics  in  parentheses) 
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As  noted  earlier,  the  Ontario  government  controls  program  did  not 
cover  the  private  sector.  The  Treasurer  did  say,  however,  that  The 
program  .  .  .  gives  the  private  sector  the  opportunity  to  respond  on  its 
own  to  the  need  for  restraint’  (Miller  1982,  10).  Further,  he  added  that 
the  controls  program  'should  demonstrate  to  the  private  sector  that  we 
ask  no  more  of  them  than  we  do  of  ourselves’  (ibid.). 

To  test  for  the  possibility  of  an  indirect  effect  of  controls  on  the 
private  sector,  a  dummy  variable  for  the  controls  period  extending 
from  the  fourth  quarter  of  1982  to  the  fourth  quarter  of  1983  was 
added  to  the  private  sector  wage-settlement  equation.  The  results 
suggest  that  controls  may  have  exerted  a  modest  negative  effect  on 
private  sector  wages  (with  co-efficient  values  ranging  from  -0.3  to 
-1.3).  However,  the  co-efficient  on  the  control  dummy  variable,  while 
negative,  was  not  always  significantly  different  from  zero.6 

SPILLOVERS 

In  the  introductory  section  of  our  paper,  it  was  noted  that  the 
Treasurer  of  Ontario  suggested  that  high  wage  settlements  in  the 
public  sector  were  'spilling  over’  into  the  private  sector,  inhibiting  the 
movement  to  lower  wages  and  costs  in  the  Ontario  economy.  This  is 
not  a  new  suggestion.  It  is  often  alleged  that  the  wage-inflation  pro¬ 
cess  is  intensified  when  wage  comparisons  are  being  made  among 
different  groups  of  workers  (Auld  and  Wilton  1981,  18-19).  Is  it  pos¬ 
sible,  however,  to  detect  the  presence  of  wage  spillovers  in  a  statistical 
sense? 

To  minimize  the  statistical  problems  associated  with  measuring  or 
detecting  spillovers,  it  was  necessary  for  us  to  not  only  employ  micro 
wage-contract  data,  but  also  to  include  any  other  factors  aside  from 
the  spillover  variable  that  may  have  influenced  a  given  wage  settle¬ 
ment. 

The  spillover  variable  that  was  tested  in  this  private  sector  wage 
model  was  the  rate  of  change  in  base  wage  rates  of  a  public  sector  con¬ 
tract  that  immediately  preceded  a  private  sector  contract.  We  also 
tested  the  penultimate,  third,  fourth,  and  fifth  last  public  sector 
contract  as  additional  public  sector  spillover  variables.  The  results  of 
this  investigation  are  presented  in  Table  6  and  can  be  summarized  as 
follows: 
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1  The  last  and  penultimate  public  sector  settlements  did  influence 
private-sector  wage  increases,  but  in  a  very  limited  manner  -  by 
approximately  one-fifth  of  one  per  cent. 

2  Third,  fourth,  and  fifth  last  public  sector  contracts  had  no  statistical 
influence  on  the  private  sector  wage  settlements. 

3  The  inclusion  of  public  sector  spillover  variables  reduced  the  in¬ 
fluence  of  the  other  explanatory  variables  on  private  sector  wage 
increases. 

While  public  sector  spillovers  are  clearly  possible,  it  is  generally 
agreed  that  industry-specific  wage  spillovers  are  very  important  and 
also  should  be  included  in  any  spillover  analysis.  Fifteen  different 
private  sector  spillover  reference  groups  were  created  (see  Table  7). 
When  these  private  sector  spillover  variables  were  included  in  the 
private  sector  wage  equation,  they  had  a  far  greater  impact  than  the 
public  sector  spillovers  (again,  see  Table  6).  In  short,  there  was  no 
strong  statistical  evidence  that  public  sector  wage  settlements  in¬ 
fluenced  settlements  in  the  private  sector  in  a  major  way. 

SUMMARY  AND  CONCLUSION 

In  this  study,  we  have  used  a  conventional  wage-determination  model 
to  examine  the  impact  of  key  economic  variables  on  wage  changes  in 
the  public  and  private  sector  in  Ontario.  The  statistical  evidence, 
based  on  a  large  number  of  contracts  in  both  the  public  and  private 
sectors,  suggests  that  price  expectations  and  labour-market  conditions 
do  influence  the  size  of  wage  settlements  in  varying  degrees,  either 
positively  or  negatively,  within  or  between  the  two  sectors.  Never¬ 
theless,  there  is  no  evidence  to  suggest  that  aggregate  public  sector 
wage  increases  are  determined  in  a  radically  different  manner  than 
are  wage  increases  in  the  private  sector  over  the  1978-83  period.  The 
story  is  somewhat  different  at  the  subsector  level,  particularly  for  the 
health  subsector. 

The  Ontario  public  sector  wage-control  program  appears  to  have 
slightly  dampened  wage-rate  increases  in  the  education,  local- 
government,  and  provincial-government  subsectors.  However,  in  the 
health  subsector,  controls  appear  to  have  increased  the  size  of  wage 
settlements.  Further,  controls  appear  to  have  only  slightly  dampened 
wages  in  the  private  sector. 
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TABLE  6 

Ontario  private  sector  wage-settlement  regressions  with  spillovers  (^-statistics  in  parentheses) 
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TABLE  7 

Definition  of  specific-industry  reference  groups  for  private  sector  wage-spillover 
variables 


Industry 

Number  of 
contracts  signed 

Forestry  and  mining 

35 

Food  manufacturing,  including  beverages  and  tobacco 

98 

Rubber,  leather,  and  miscellaneous  manufacturing 

29 

Textile  products 

43 

Clothing  products 

43 

Wood  products,  including  furniture  and  fixtures 

46 

Paper  products 

101 

Printing  and  publishing 

28 

Iron,  steel,  smelting,  and  metal  fabricating 

31 

Machinery,  aircraft,  motor  vehicles,  railroad  manufacturing 

45 

Electrical  products 

59 

Nonmetallic  mineral  products 

28 

Chemical  products 

48 

Trade 

69 

Services 

40 

In  our  analysis  of  the  role  of  spillovers,  it  was  found  that  industry- 
specific  spillovers  in  the  private  sector  were  very  important.  The 
impact  of  public  sector  settlements  on  the  private  sector  was  minimal. 
These  results  confirm  our  earlier  analysis  of  public  and  private  sector 
wage  determination  that  covered  the  period  1966-75. 

What  is  different  about  the  more  recent  period  is  the  absence  of 
price  catchup  as  an  important  influence  on  wage  changes  in  the  public 
sector  and  the  emergence  in  all  our  equations  of  large  negative  con¬ 
stant  terms.  These  developments  suggest  that  there  has  been  a 
structural  shift  in  the  wage-price-unemployment  nexus.  However, 
there  continues  to  be  a  puzzling  picture  of  the  health  sector.  Our 
earlier  study  also  indicated  that  the  structural  wage  equation  in  the 
health  sector  was  quite  different  from  the  rest  of  the  public  sector.  We 
can  only  speculate  that  the  basic  structural  model  in  the  health  sector 
may  have  been  distorted  by  a  few  very  large  wage  settlements  in  both 
periods. 

In  conclusion,  our  statistical  results  suggest  that  there  is  no  strong 
case  for  permanent  wage  controls  in  the  public  sector.  Public  sector 
wage  settlements  respond  to  price  expectations  and  labour-market 
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conditions  in  a  manner  that  is  quite  similar  to  that  of  private  sector 
wage  settlements.  More  detailed  work,  however,  is  needed  on  the 
health  sector,  where  somewhat  'bizarre’  results  appear  to  be  unduly 
influencing  aggregate  public  sector  wage-change  statistics.  While  the 
Ontario  controls  program  appears  to  have  had  a  limited  impact  on 
lowering  the  rate  of  wage  change  in  public  sector  contracts  (excluding 
the  health  sector),  this  modest  wage-dampening  effect  must  be 
weighed  against  both  the  direct  and  indirect  costs  associated  with  the 
controls  program. 

NOTES 

1  Using  only  collective-bargaining  data  in  both  the  private  and 
public  sector  avoids  problems  associated  with  different  sectoral 
levels  of  unionization. 

2  It  is  of  interest  to  note  that  Mr.  Miller’s  successor,  the  Hon.  Larry 
Grossman,  made  no  mention  of  the  need  to  avoid  wage  spillovers 
when  introducing  the  second  year  of  wage  controls.  Rather,  he 
indicated  that  the  extension  of  controls  into  1983/4  was  necessary 
to  ensure  continuing  employment  in  the  public  sector,  given  that 
revenues  in  all  parts  of  the  public  sector  were  expected  to  rise  by 
no  more  than  5  per  cent. 

3  See  Auld  et  al.  (1980)  for  a  discussion  of  this  hypothesis. 

4  The  precise  form  of  the  equation  estimated  is  as  follows: 

W  <  t>  =  c  +  a  PE  <t>  +  b  [(PA  <t-  1  >  -  a  PE  <  t-1  » 

*L<  t-l  >/L  <t>]  +  dX  <t> 


where 

W<t>  is  the  annual  compound  percentage  change  in  the  base 
wage  rate  during  the  current  contract  period; 

PE<t>  is  the  expected  annual  inflation  rate  over  the  current 
contract  period; 

PA<t  -  1  >  is  the  actual  annual  inflation  rate  over  the  previous 
contract  period; 

L<t>  is  the  length  of  the  current  contract  period  in  years; 

X<t>  is  a  measure  of  labour-market  conditions;  and 
c,  a,  b,  d  are  parameters  to  be  estimated. 

Information  on  W<t>,  L<t>,  and  L<  t  -  1>  was  obtained 
directly  from  the  Ontario  Department  of  Labour,  and  the  change 
in  the  consumer  price  index  over  the  previous  contract  period 
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(expressed  at  an  annual  rate)  was  used  to  determine  PA<t-  1>. 
An  autoregressive  forecasting  equation,  based  on  quarterly 
changes  in  the  consumer  price  index,  provided  estimates  for 
inflation  expectations,  PE  <t>  and  PE  <  t  -  1  > . 

5  That  is,  our  results  indicated  that  the  higher  the  unemployment 
rate,  the  higher  would  be  the  rate  of  wage  inflation. 

6  It  must  be  kept  in  mind  that  the  dummy  variable  could  be  serving 
as  a  proxy  for  an  omitted  variable  in  the  private  sector  wage 
equation. 

7  For  a  detailed  discussion  of  this  point,  see  L.  Christofides  et  al. 
(1980). 
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Comments 

Chris  Robinson 


My  comments  are  intended  to  dispute  not  so  much  the  conclusions  of 
the  Auld-Wilton  paper,  but  rather  whether  or  not  such  conclusions 
can  be  drawn  from  the  analysis  undertaken.  I  will  argue,  therefore, 
that  the  general  conclusions  and,  more  especially,  the  specific  num¬ 
bers  presented  in  the  paper  should  be  interpreted  with  great  caution. 

To  begin  with,  I  will  note  some  general  difficulties  that  I  have  with 
the  use  of  what  the  authors  call  their  'basic  wage  equation’  to  answer 
the  questions  posed  in  the  paper.  Following  that,  I  will  consider  two 
specific  applications  of  the  'basic  wage  equation’  framework  -  the  first 
dealing  with  spillovers,  the  second  dealing  with  the  measurement  of 
policy  effects  -  to  highlight  some  of  the  difficulties  that  I  see  with  this 
approach. 

As  a  microeconomist  I  tend  to  look  at  wage  equations  rather  dif¬ 
ferently  from  Auld  and  Wilton.  I  think  of  demand  and  supply  equa¬ 
tions  in  terms  of  the  endogenous  quantities  and  wage  rates  as  well  as 
the  independent  variables  in  each  equation  -  for  example,  the  price  of 
alternative  factors  in  the  demand  equation.  I  think  of  the  endogenous 
wage  as  being  determined  by  demand  and  supply  given  a  market¬ 
clearing  condition,  so  that  a  reduced-form  equation  for  the  wage  rate 
may  be  written  with  the  exogenous  variables  from  both  the  demand 
and  supply  equations  on  the  right-hand  side.  (The  authors  refer  to 
the  rate  of  change  of  wages,  but  it  is  simpler  to  discuss  the  problems  in 
terms  of  levels  of  wage  rates.)  Of  course,  as  a  microeconomist  I  also 
would  expect  everything  to  be  expressed  in  real  terms. 

Chris  Robinson  is  an  Associate  Professor  of  Economics  at  The  University  of  Western 
Ontario. 
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How  does  Auld  and  Wilton’s  basic  wage  equation  differ  from  my  re¬ 
duced-form  wage  equation?  Theirs  has  price  deflators  on  the  'wrong’ 
side  of  the  equation  and  'labour  market  conditions’  variables  in  the 
place  of  my  exogenous  variables  from  the  demand  and  supply  equa¬ 
tions.  This  is  the  main  reason  why  I  find  the  results  from  estimations 
of  basic  wage  equations  of  the  Auld-Wilton  type  to  be  difficult  to 
interpret.  From  my  point  of  view,  this  arrangement  creates  a  major 
'simultaneity  problem’.  Turning  factors  such  as  unemployment  into 
independent  variables  to  explain  wages  seems  a  very  dubious  move, 
since  presumably  such  factors  should  be  determined  simultaneously 
with  the  wage  rate. 

The  authors  are  concerned  about  possible  'structural  change’  as 
reflected  in  instability  of  the  coefficients  of  the  price  variables.  I  can 
imagine  a  variety  of  reasons,  other  than  those  advanced  in  the  paper 
to  explain  why  the  co-efficients  may  differ  over  time.  For  example, 
suppose  that  unions  and  employers  attempt  a  real  wage  bargain, 
based  on  expectations  about  demand  conditions,  price  levels,  etc. 
Given  these  expectations,  there  will  be  some  implied  pattern  of  nomi¬ 
nal  wages,  and  also  possibly  some  arrangement  for  settling  up  ex  post. 
It  may  then  be  that  the  variables  used  in  the  study  to  proxy  price  ex¬ 
pectations  may  not  in  fact  correspond  to  the  agents’  actual  price 
expectations.  In  fact,  the  latter  may  be  closer  to  the  authors’  price- 
expectations  variable  in  combination  with  their  'catchup’  variable. 
Further,  the  accuracy  of  this  proxy  for  'true5  expectations  may  vary 
over  different  periods,  and  hence  the  co-efficients  would  appear  to  be 
unstable.  This  instability  would  be  compounded  by  the  instability  due 
to  prices  and  wages  having  to  be  determined  simultaneously;  hence 
the  overall  instability  of  the  price  co-efficient  is  not  that  surprising. 

Applications  of  the  rbasic  wage  equation’  framework 

Consider  next  the  analysis  of  spillovers.  In  the  private  sector  wage 
equation,  the  authors  again  use  their  basic  wage  equation  but  this 
time  the  public  sector  wage  is  used  as  a  right-hand  side  variable. 
They  then  study  whether  or  not  increases  in  public  sector  wages  affect 
private  sector  wages.  This  is  a  reasonable  question.  However,  I  have 
strong  doubts,  given  the  current  methodology,  that  it  can  be  answered 
correctly.  Is  the  public  sector  wage  co-efficient  truly  what  the  authors 
argue  it  to  be,  namely  some  exogenous  change  in  the  public  sector 
wage  that  is  giving  some  'kick’  to  the  private  sector  wage? 
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From  my  point  of  view,  I  see  the  public  and  private  sector  markets 
as  being  interrelated.  They  have  things  in  common  on  both  the 
demand  and  supply  sides  which  in  turn  have  common  effects  on  both 
public  and  private  sector  wage  rates.  Hence,  the  wages  will  tend  to  be 
correlated.  The  authors,  of  course,  recognize  this  latter  point  quite 
explicitly,  and  attempt  to  solve  the  problem  by  entering  independent 
variables  into  the  private  sector  equation  to  hold  constant  the  common 
shocks  to  both  markets.  Unfortunately,  I  have  my  doubts  as  to  whe¬ 
ther  this  solution  is  adequate.  By  the  same  arguments  that  the 
authors  use  for  including  the  extra  independent  variables  as  controls 
for  the  common  shocks,  we  run  into  problems  from  common  disturb¬ 
ances.  These  may  be  viewed  as  unmeasured  independent  variables 
that  could  be  expected  to  be  correlated  across  equations.  To  me,  this 
indicates  that  the  public  sector  wage  co-efficient  is  still  problematic. 

In  terms  of  this  kind  of  analysis,  it  would  be  interesting  to 
undertake  a  study  that  compares  markets  covered  by  wage  controls 
with  those  that  are  not,  similar  to  Jacob  Mincer’s  (1976)  analysis  of 
minimum  wages.  This  analysis,  showed,  for  example,  that  theor¬ 
etically  it  is  not  even  clear  which  direction  a  spillover  should  take. 
Suppose  people  face  a  choice  of  working  in  either  the  public  or  the 
private  sector.  Suppose  further  that  the  public  sector  wage  is  being 
held  above  what  would  have  been  the  market  equilibrating  wage  - 
perhaps  because  of  a  public  sector  union  -  and  that  as  a  consequence 
(of  facing  a  downward-sloped  demand  curve)  the  public  sector  shrinks. 
It  is  not  clear  at  this  point  whether  the  alternative  wage  rate  for  a 
private  sector  employee  would  increase  because  the  probability  of 
being  employed  in  the  public  sector  has  fallen.  It  is  also  not  clear  that 
to  work  in  the  public  sector  is  a  more  attractive  proposition  just  be¬ 
cause  the  wage  rate  is  higher,  since  it  may  be  much  more  difficult  to 
get  and  keep  a  job  there;  you  may  have  to  waste  a  lot  of  time  and 
resources  trying  to  get  into  that  sector,  or  into  the  union  that  will 
allow  you  into  that  sector,  etc.  Hence,  the  alternative  wage  for  a 
private  sector  employee  may  either  rise  or  fall,  and  thus  it  is  not  clear 
what  directional  effect  the  spillover  variable  would  have. 

Finally,  I  would  like  to  comment  on  some  of  the  difficulties  of 
evaluating  wage  policies  in  the  present  framework.  What  the  authors 
have  done  in  analysing  the  wage-policy  change  -  as  many  others 
commonly  do  when  evaluating  policy  -  is  to  implicitly  impose  a  very 
special  expectational  structure  onto  the  policy  change.  Consider  a 
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simple  policy  change  (rather  than  the  complicated  policy  analysed  in 
the  present  paper)  where  data  was  collected  both  before  and  after  the 
policy  was  introduced.  The  common  method  of  evaluating  the  effect  of 
this  policy  would  be  to  create  a  dummy  variable  that  could  act  as  a 
point  of  comparison  between  the  'policy  on’  and  'policy  off  periods. 
Could  we  then  interpret  the  co-efficient  of  this  dummy  variable  as  the 
effect  of  the  policy?  Under  certain  circumstances,  it  would  be  possible 
to  do  so;  especially  if  we  assume  that  both  sides  of  the  bargaining  table 
expected  with  certainty  that  the  policy  was  not  going  to  be  imposed 
before  the  change  occurred.  Even  then,  however,  either  the  full  or 
'reduced  form’  effects  of  the  policy  would  depend  on  how  long  people 
expected  the  policy  to  remain  in  force.  Presumably,  the  switch 
between  regimes  of  'policy  on’  and  'policy  off  would  not  be  purely 
random  so  that  people  could  indeed  form  expectations  about  whether 
the  policy  would  be  on  or  off  in  the  next  period.  Presumably,  whether 
it  is  on  or  off  would  depend  in  part  on  conditions  in  the  labour  mar¬ 
ket  -  i.e.,  the  policy  changes  would  not  be  exogenous  experiments,  and 
hence  should  not  be  evaluated  as  such. 

The  above  comments  are  not  intended  so  much  as  a  specific 
criticism  of  the  Auld  and  Wilton  paper  as  a  note  of  caution  on  inter¬ 
preting  their  results  given  our  poor  state  of  knowledge  on  how  to  take 
into  account  the  endogenous  effects  of  policy.  There  have  been  some 
attempts  in  the  United  States  to  predict,  for  example,  which  states 
would  enact  various  employment  or  antidiscrimination  laws  based  on 
which  parties  would  be  the  gainers  and  losers  from  such  legislation. 
But  I  would  not  characterize  the  results  as  being  particularly  suc¬ 
cessful  at  this  point.  What  I  think  is  true,  however,  is  that  few  people 
believe  that  policy  changes  come  as  a  total  surprise.  Most  people 
appear  to  accept  that  the  actual  conditions  in  labour  markets  have  a 
lot  to  do  with  whether  or  not  labour-market  legislation  is  enacted. 
Given  such  beliefs,  we  should  interpret  Auld  and  Wilton’s  dummy- 
variable  co-efficients  not  as  representing  exogenous  policy  effects,  but 
rather  as  a  confounding  of  policy  effects  and  labour-market  conditions. 
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Comments 

Jeff  Rose 


I’m  not  standing  before  you  as  an  economist,  but  as  a  trade  unionist. 
Hence,  I  will  not  be  interpreting  the  results  of  Professors  Auld  and 
Wilton’s  paper  with  value-free  caution.  Instead,  I’ll  be  approaching 
the  paper  with  the  biases  you  would  expect  from  someone  in  my 
position  (and  the  happy  result  may  be  that  this  may  provoke  some 
lively  exchanges  a  little  later). 

I’m  very  grateful  to  Professors  Auld  and  Wilton  for  their  en¬ 
lightening  document.  Further,  I  think  we’re  entitled  to  do  more  than 
draw  limited  inferences  from  their  conclusions.  I  think  that  their 
conclusions  permit  us  to  make  some  judgements  about  the  quality  of 
the  decision-making  that  went  into  the  Ontario  wage-controls  pro¬ 
gram.  Why?  Governments  have  the  ability  to  select  from  an  array  of 
policy  instruments.  When  analysis  allows  us  to  see  that  they  selected 
a  particular  instrument  on  false  or  shaky  premises,  or  when  the  policy 
operated  in  a  way  that  did  not  achieve  its  stated  aims,  I  think  we’re 
entitled  to  judge. 

Let  me  remind  you  of  the  two  basic  assumptions  that  underpinned 
the  Ontario  wage-controls  program.  The  first  was  that  the  process 
producing  wage  levels  in  the  public  sector  is  not  very  responsive  to 
anticipated  price  movements  or  to  unemployment.  Auld  and  Wilton 
have  shown  that  this  is  simply  not  so.  (And  this  is  not  the  first  excel¬ 
lent  study  that  has  come  to  such  a  conclusion.)  The  second  assumption 
was  that  public  sector  wage  increases  spill  over  into  the  private  sector. 
Auld  and  Wilton  have  shown  that  this  too  is  simply  not  so.  (Again, 
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this  is  not  the  first  time  that  a  careful  analysis  has  come  to  such  a 
conclusion.) 

Now  it’s  true  that  the  general  public  believes  these  assumptions  to 
be  valid.  (The  public  tends  to  accept  a  lot  of  dubious  articles  of  faith 
when  it  comes  to  economics.)  Over  the  counter  at  the  hardware  store, 
or  over  a  leisurely  port  in  the  boardroom,  or  even,  as  Professor  John 
Crispo  once  quipped,  in  many  union  members’  living  rooms,  these 
assumptions  are  believed  to  be  valid.  Perhaps  we  can  put  such  beliefs 
down  to  the  widespread  lack  of  economic  literacy.  But  when  a  major 
government  intervention  in  the  economy  involving  the  abrogation  of 
contracts  and  the  diminution  of  rights  rests  on  such  assumptions,  we 
can’t  ascribe  them  to  a  lack  of  economic  literacy.  Instead,  I  think  they 
can  only  be  ascribed  to  an  opportunistic  willingness  on  the  part  of  gov¬ 
ernment  to  cater  to  popular  misconceptions  in  order  to  achieve 
political  gains. 

This  is  not  acceptable. 

Its  unacceptability  is  made  worse  by  Auld  and  Wilton’s  evidence 
that  the  program  didn’t  even  achieve  what  it  set  out  to  achieve.  For 
example,  Auld  and  Wilton  show  that,  in  the  health-care  field,  there 
were  higher  wage  increases  than  would  have  been  the  case  if  there 
had  not  been  a  controls  program.  As  a  trade  unionist,  I  applaud  these 
increases,  as  you  would  expect.  But  the  point  is  that  the  stated  goal  of 
the  policy  was  to  achieve  the  opposite.  This  unintended  result  rein¬ 
forces  the  sense  of  amateurishness  and  opportunism  that  surrounds 
the  whole  Ontario  wage-controls  exercise. 

Now,  hard-nosed  observers  among  you  will  probably  be  saying  to 
yourselves,  'What  else  is  new?’.  You  will  say  that  all  public  policy  is 
accompanied  by  some  kind  of  hype  or  marketing.  Or  based  to  some 
extent  on  a  false  or  shaky  rationale.  Or  on  a  popular  misconception  or 
prejudice.  Or  even  on  a  lie  or  two.  That’s  the  art  of  government,  you 
might  be  saying:  to  get  the  right  mix  of  appearance  and  reality  to 
achieve  public  acquiescence.  Perhaps.  But  does  that  make  it  accep¬ 
table?  I’m  not  trying  to  characterize  the  Ontario  wage-controls  pro¬ 
gram  as  a  special  kind  of  forgery  or  fake.  I’m  simply  saying  that  it’s 
possible  to  distinguish  good  public  policy  from  poor  public  policy,  and 
that,  with  the  help  of  Auld  and  Wilton’s  paper,  we  are  able  to 
ascertain  that  this  was  poor  public  policy.  As  such,  it  has  diminished 
our  society  and  deserves  to  be  denounced. 
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Are  wage  controls  a  good  public  policy  ? 

Auld  and  Wilton’s  conclusions  could,  conceivably,  be  used  by  some 
observers  to  support  a  further  argument:  namely,  that  since  the  aim 
of  the  Ontario  wage-controls  program -to  stifle  free  collective  bar¬ 
gaining  -  was  worth  achieving,  then  the  evident  problem  with  the 
program  was  that  it  wasn’t  effective  enough.  Thus,  a  better  form  of 
controls  might  have  been  more  appropriate.  Auld  and  Wilton  don’t 
think  so,  and  they  say  so  in  their  last  paragraph,  but  I  suppose  it  still 
would  be  possible  to  invoke  their  study  and  utilize  their  conclusions  to 
argue  that,  next  time,  society  has  to  do  a  better  job  of  stifling  collective 
bargaining. 

I  want  to  advance  the  view  that  the  aim  of  such  legislation  is  not 
worth  achieving.  There  are  large  groups  of  workers  in  our  society  who 
would  be  powerless  without  collective  bargaining.  Without  the  right 
to  use  the  leverage  acquired  through  banding  together  to  pursue 
economic  goals,  many  workers  would  have  no  real,  meaningful,  or 
practical  method  of  resolving  workplace  problems,  introducing  demo¬ 
cracy  into  the  workplace,  sharing  decision-making  in  the  workplace, 
or  influencing  the  price  their  work  receives.  This  being  the  case,  we 
should  make  a  great  effort  to  ensure  that  such  rights  -  which  after  all 
are  key  elements  of  our  democratic  society  -  are  not  removed  frivo¬ 
lously  or  opportunistically  or  on  the  basis  of  economic  rationale. 

Why  does  the  desire  exist  to  stifle  collective  bargaining?  There’s  a 
yearning  in  some  quarters  -  always  has  been  -  for  a  quiescent  work 
force,  a  paternalistic  and  conflict-free  industrial  system,  and  a  low- 
wage,  high-profit  society.  Perhaps  some  other  time  we  can  talk  about 
whether  this  would  be  good  economics;  I  think  not.  The  point  I  want  to 
make  here  is  that  such  a  desire  is  neither  liberal  nor  democratic.  It  is 
reactionary  and  authoritarian.  A  democratic  society  should  be  very 
much  on  its  guard  against  policies  that  would  advance  this  reaction¬ 
ary  social  outlook,  particularly  when  they  are  based  on  false  premises. 
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Discussion 


DAVID  WILTON:  I  think  that  there  are  at  least  two  very  different 
methodologies,  and  I  personally  welcome  a  study  using  the  method¬ 
ology  that  Chris  has  suggested  -  a  demand-and-supply-curve- 
orientated  study.  It  is  obviously  a  lot  more  work  to  do,  because  one 
has  to  identify  all  the  factors  that  are  behind  the  demand  curve  and 
supply  curve  in  the  public  sector  and  in  the  private  sector.  That  would 
certainly  be  welcome  if  it  was  on  the  table,  to  see  what  such  a  study 
would  tell  us  about  changes  in  wages.  Perhaps  the  main  difference 
between  this  methodology  and  the  one  we  used  is  that  the  micro¬ 
economist  tends  to  look  at  the  labour  market  as  in  equilibrium, 
wanting  to  determine  the  factors  behind  the  demand  and  supply 
curve.  Macroeconomists,  when  they  look  at  the  labour  market,  tend  to 
view  it  as  in  disequilibrium,  evolving  towards  an  equilibrium  wage 
rate,  but  probably  not  very  quickly.  That  is  the  way  that  we  did  it. 
Both  methodologies  can  tell  us  something  about  wage  changes. 

JOHN  CRISPO:  I  would  like  to  enlarge  a  bit  on  the  point  I  made  earlier 
that  controls  and  controllers  are  a  menace.  When  you  get  to  be  a 
controller  something  happens  to  you,  as  it  does  to  anybody  who  gets  to 
play  God,  which  is  what  these  people  end  up  playing.  Yet  in  fact 
they’re  closer  to  devils  than  to  gods  because  while  they  are  fooling 
around  with  symptoms,  they  are  giving  governments  the  excuse  not  to 
deal  with  real  problems.  This  bothers  me  more  than  the  fact  that  they 
don’t  even  win  on  their  own  terms. 

All  those  charts  about  whether  the  public  sector  is  leading  or 
behind  can  prove  quite  misleading  in  a  number  of  respects.  For 
example,  when  you  looked  at  the  public  service  and  where  it  stood  in 
relation  to  the  private  sector,  and  particularly  when  it  appeared  to  be 
on  the  high  side,  did  you  look  at  whether  the  high  side  was  primarily 
due  to  sectors  where  we  have  compulsory  arbitration  (i.e. ,  hospitals)  or 
was  it  due  primarily  to  sectors  where  we  still  have  something 
resembling  collective  bargaining  -  I  guess  teachers  and  school  boards 
come  reasonably  close?  My  bet  is  that  the  high  side  tended  to  be 
where  you  had  the  madmen,  the  arbitrators.  Even  if  that  isn’t  true,  I 
think  it  ultimately  comes  down  to  the  fact  that  we  have  a  government 
in  this  province,  and  in  other  provinces,  and  we  have  agencies  of 
government,  hospitals,  school  boards,  and  so  on,  that  have  never 
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learned  how  to  bargain  collectively.  They  are  neophytes;  they  don’t 
even  know  how  to  play  the  collective-bargaining  game;  and  worse 
still,  they  haven’t  the  slightest  idea,  let  alone  the  intestinal  fortitude, 
to  say  'no’  when  they  should. 

DAVID  WILTON:  The  question  was  'did  we  split  our  data  up  by  the  type 
of  procedure  that  might  have  been  used  to  arrive  at  a  wage?’  The 
answer  is  no.  I  think  that’s  a  very  legitimate  area  of  further  study. 
It’s  not  just  a  case  of  those  who  have  been  arbitrated  a  particular 
contract,  but  whether  they  might  have  been. 

DOUGLAS  AULD:  I  might  just  add  that  in  the  pre-AIB  period,  when  we 
were  looking  at  the  public  sector  for  all  of  Canada,  the  arbitrated 
settlements  certainly  did  turn  up  some  very  strange  results  compared 
to  the  ones  which  were  settled  without  any  third-party  intervention. 

QUESTION:  I  am  just  a  lowly  counsellor  in  a  small  town  and  I’d  like  to 
present  to  you  collectively  -  to  economists,  labour  people,  and  various 
levels  here  -  one  problem  which  is  bothering  me.  That  is  the  attitude 
of  John  Q.  Public. 

John  Q.  Public,  rightly  or  wrongly,  thinks  that  in  all  parts  of 
Canada  there  are  too  damned  many  strikes.  He  doesn’t  understand 
why,  but  there  is  a  lot  of  statistical  evidence  to  prove  he  is  right.  We 
have  a  much  greater  index  of  strike  days  lost  than  almost  any  other 
Western  country.  John  Q.  Public  thinks  the  system  is  being  abused  - 
whether  by  management  or  labour,  he  doesn’t  know.  That  factor  is 
one  of  the  reasons  why  we  had  controls,  which  may  be  crazy,  but  those 
of  you  who  are  involved  in  collective  bargaining  bear  some 
responsibility. 

JEFF  ROSE:  As  someone  who  has  done  some  collective  bargaining,  I 
want  to  assure  you  that  I’ve  never  met  a  union  negotiator  who  wants  a 
strike.  Nor  are  there  very  many  union  members  who  like  to  do 
without  their  wages  in  order  to  achieve  something  that  they  would 
like  to  achieve.  Far  more  frequently,  as  I  am  sure  you  realize,  they 
make  compromises  and  take  less  than  they  think  they  are  entitled  to 
in  order  to  avoid  a  strike. 

The  feeling  against  strikes  that  you  talked  about,  or  the  feeling 
against  conflict  generally,  is  a  strategic  token  on  the  table  in 
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bargaining  that  is  used  against  unions  when  they  attempt  to  resolve 
conflict  by  avoiding  conflict. 

Although  it  is  a  feeling  we  share,  it  cannot  be  allowed  to  be  used 
against  us  in  order  to  deny  our  legitimate  requests,  so  we  resist  the 
use  of  that  attitude  as  a  strategic  weapon  against  us. 

JOHN  ELEEN  (Research  Director,  Ontario  Federation  of  Labour):  There 
is  one  point  in  Mr.  Swan’s  paper  I  don’t  agree  with.  He  said,  Tt  may  be 
salutary  for  public-service  unions  to  consider  how  sowing  political 
wind  may  well  reap  a  legislative  whirlwind’.  I  believe  that  decisions 
have  been  made  on  a  political  level  that  have  not  necessarily  been 
indicative  of  good  politics.  Nonetheless,  the  wrong  that  has  been  done 
to  the  public  sector  workers  is  going  to  be  solved  on  the  political  front 
and  these  workers  will  be  politicized  in  the  process.  I  was  also 
surprised  that  nobody  talked  about  the  interesting  development  in 
industrial  relations  in  Manitoba,  where  the  doctors  and  the  govern¬ 
ment  are  coming  to  a  rapprochement  which  shows  what  meaningful 
negotiations  can  do  as  opposed  to  a  mandatory  imposition  of  a  remedy. 

KENNETH  SWAN:  I  just  speculated  about  why  the  two  provinces  where 
governments  have  used  legislative  power  against  trade  unions  in  the 
ordinary  bargaining  process  just  happened  to  be  the  two  provinces 
where  there  was  the  most  intensive  political  activity  by  those  same 
trade  unions.  That  is,  these  unions  used  their  collective-bargaining 
power  to  achieve  political  ends.  Certainly,  this  has  been  true  of 
Quebec  and  I  think  to  a  lesser  degree  of  British  Columbia. 

I  simply  ask  whether  that  was  a  coincidence  or  not,  and  suggested 
that  if  a  trade-union  movement  breaks  down  the  barrier  between  the 
proper  sphere  of  collective  bargaining  and  the  proper  sphere  of  the 
political  process,  it  may  break  down  barriers  in  other  directions  as 
well. 

JACK  BIDDELL  (Chairperson  of  the  Inflation  Restraint  Board):  I’d  like 
to  make  a  brief  observation  and  pose  a  question.  One  is  in  response  to 
some  of  the  comments  made  by  Jeff  Rose.  While  I  was  not  there  when 
Bill  179  was  being  put  together,  I  can  tell  you  I  was  there  while  the 
whole  program  was  constantly  being  discussed  by  senior  civil  servants 
and  a  number  of  politicians  whom  I  can  only  describe  as  being  fair- 
minded  in  the  extreme.  I  was  there  while  they  were  considering  what 
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should  follow  Bill  179,  if  anything.  Throughout  all  these  discussions  I 
heard  completely  the  opposite  of  Mr.  Rose’s  suggestion  that  the  main 
purpose  of  Bill  179  was  to  inhibit,  if  not  destroy,  the  collective 
bargaining  process.  They  did  not  want  to  do  this,  and  nothing  they 
would  bring  in  or  continue,  if  they  could  avoid  it,  would  attempt  to 
achieve  that  end. 

My  question  refers  to  the  figures  that  were  shown  in  the  paper 
presented  on  how  the  health-services  sector  really  got  out  of  line.  In 
it,  it  was  inferred  that  the  controls  program  resulted  in  very  much 
higher  settlements  in  the  health-services  field  than  what  probably 
would  have  occurred  in  the  absence  of  the  controls  program. 

I  think  that’s  not  such  a  mystery.  We  had  a  great  many  nursing 
homes  in  the  province  where  the  great  majority  of  the  employees  were 
local  people  -  women  -  who  were  taking  these  jobs  as  part-timers, 
working  for  very  low  wages.  Then  a  lot  of  them  got  their  first  con¬ 
tracts  during  that  period,  and  they  got  very  substantial  increases 
indeed.  One  of  the  things  that  Bill  179  made  provision  for  was  to  give 
greater  allowances,  by  way  of  increases,  to  low-wage  earners,  and  we 
ourselves  forced  a  number  of  those  nursing  homes  to  implement  the 
$750  minimum  raise.  I  don’t  have  the  statistics  immediately  avail¬ 
able  here  on  the  degree  to  which  that  move  influenced  the  figures  that 
were  presented  here  this  morning,  but  I  am  certain  it  had  to  be  to  a 
very  large  degree  indeed.  Everyone  who  was  earning  less  than 
$20,000  had  up  to  a  $750  increase,  and  as  a  percentage,  you  are 
obviously  going  to  get  the  sort  of  results  that  were  presented  in  the 
statistics  here  today. 

DOUGLAS  AULD:  A  point  of  clarification:  the  very  high  settlements  in 
the  health  sector  don’t  show  up  after  the  controls  period.  But  the  point 
I  think  we  were  showing  on  the  graph  and  the  results  we  got  from 
econometric  analysis  indicate  that  it  was  back  in  late  1980,  through 
1981,  into  1982,  where  we  observed  settlements  in  the  health  sector  as 
high  as  20  per  cent,  and  it  was  the  settlements  in  that  particular 
subsector  which  produced  the  overall  rise  in  the  total  aggregate  public 
sector.  So  I  don’t  disagree  that  the  $750  increase  during  the  controls 
period  caused  a  percentage  increase  that  was  greater  than  5  per  cent, 
but  that  certainly  didn’t  skew  the  results  during  the  control  period. 
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JEFF  ROSE:  I  don’t  think  we  can  take  any  great  pride  in  the  fact  that 
people  earning  between  $15,000  and  $20,000  might  have  received  an 
increase  slightly  in  excess  of  5  per  cent.  We  are  talking  generally 
about  people  in  the  service  industries,  a  very  large  proportion  of  whom 
are  in  the  health-care  field.  I  just  want  us  to  think  for  a  moment,  from 
the  standpoint  of  relativities,  whether  it  is  fair  that  we  in  our  society 
should  be  thinking  in  terms  of  overcompensating  people  who  work  in 
hospitals  and  homes  for  the  aged,  who  are  caring  for  the  ill,  the 
elderly,  and  the  infirm,  and  who  are  earning  I  guess  between  half  and 
one-third,  or  even  smaller  proportions  than  the  people  in  this  room. 
There’s  something  very  unfair  about  that. 
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Total  compensation  and 
comparability1 

C.R.  Horne,  P.  Mercier,  and  G.J.  Bourdeau 


This  paper  provides  an  overview  of  a  model  of  total  compensation. 
Analytical  issues  that  arise  in  the  implementation  of  this  model  are 
discussed  in  a  non-technical  fashion,  and  some  of  the  features  of  the 
model  are  illustrated  by  the  experience  of  the  federal  public  service. 

INTRODUCTION 

This  model  of  total  compensation  was  developed  to  assist  the  federal 
government  (as  employer)  in  understanding  the  compensation  rela¬ 
tivities  between  its  employees  and  those  performing  comparable  work 
in  other  sectors  of  the  economy. 

The  235,000  employees  of  the  federal  government  are  classified  in 
some  seventy-five  groups  based  on  the  nature  of  the  work  they  per¬ 
form.  These  occupational  groups  cover  80  per  cent  of  employees  for 
the  purpose  of  collective  bargaining,  and  hence  for  compensation  anal¬ 
ysis.  Employees  not  covered  by  a  bargaining  agreement  -  the  RCMP 
and  the  military  for  example  -  are  also  covered  by  the  total-compen¬ 
sation  model,  but  are  dealt  with  separately. 

While  each  group’s  total  compensation  and  its  comparability  with 
an  appropriate  outside  market  are  calculated  when  preparing  for  bar¬ 
gaining,  these  analyses  are  not  the  sole,  or  necessarily  the  major,  in¬ 
fluence  in  determining  the  employer’s  position.  Rates  of  turnover, 
economic  and  fiscal  conditions,  and  relative  demand  for  the  occupation 
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are  among  other  factors  that  affect  the  stance  taken  at  the  bargaining 
table. 

Benefits  are  provided  in  several  ways  -  some  are  legislated  (such  as 
unemployment  insurance  and  the  Canadian  Pension  Plan/Quebec 
Pension  Plan),  some  are  determined  through  a  consultative  process  for 
the  public  service  as  a  whole  (such  as  insurance  benefits  and  foreign- 
service  allowances),  while  others  are  negotiated  by  separate  occupa¬ 
tional  groups.  In  addition,  while  most  groups  are  paid  on  national 
scales,  some  occupations  are  paid  on  regional  rates,  with  regional 
structures  varying  from  one  such  group  to  another.  Also,  conditions  of 
employment  vary  and  give  rise  to  a  wide  range  of  benefits  to  com¬ 
pensate  for  exceptional  circumstances  (for  example,  isolated-post 
allowances,  shift/weekend  premiums,  and  even,  in  one  situation,  a 
'sleeping-in  allowance’). 

In  this  maze  of  benefits  and  allowances,  the  model  of  total  com¬ 
pensation  is  a  tool  that  enables  this  diversity  of  payments  to  be 
aggregated  and  compared  with  that  available  in  other  sectors,  as  a 
guide  to  what  is  appropriate  for  the  public  service.  While  total- 
compensation  and  comparability  analysis  does  not  determine  the 
bargaining  stance,  it  does  allow  the  employer  to  enter  bargaining  with 
full  knowledge  of  how  proposals  for  compensation  compare  with  terms 
that  have  been  acceptable  in  the  outside  labour  market. 

DEFINITION  OF  COMPENSATION 

An  abstract  concept  of  total  compensation  would  cover  all  the 
psychological  and  material  rewards  that  parties  consider  relevant  to 
employment.  However,  while  this  all-encompassing  definition  may 
enable  the  inclusion  of  intangibles  -  such  as  the  satisfaction  of  social, 
ego  and  other  higher  needs,  organizational  climate,  office  furniture, 
existence  of  quality-of-worklife  programs  -  as  part  of  compensation, 
this  concept  is  too  broad  to  represent  something  meaningful  in  prac¬ 
tice  in  an  organization.  Thus,  a  practical  definition  of  total  compen¬ 
sation  retains  only  those  elements  of  compensation  that  have  a 
calculable  monetary  value. 

Specifically,  compensation  would  include: 

-  basic  pay  (i.e.,  wages  and  salaries); 

-  premium  pay; 

-  benefits  and  perquisites; 
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-  time  off  with  pay; 

-  payment  for  additional  duties  and  responsibilities; 

-  performance  of  work  under  special  circumstances  and/or  conditions; 

-  hours  of  work. 

Compensation  would  exclude: 

-  the  costs  of  training  and  career  development  (seen  as  investments 
in  human  resources  whose  returns  materialize  through  time  in 
various  forms  of  greater  effectiveness  and  productivity); 

-  the  reimbursement  of  expenses  incurred  through  work  perfor¬ 
mance; 

-  the  internal  administrative  costs  (overhead  costs)  to  provide  the 
elements  of  compensation  to  employees; 

-  universal  plans  required  by  law  (for  example,  unemployment 
insurance)  as  these  apply  to  all  workers  in  all  sectors  and  represent 
identical  compensation  for  purposes  of  comparability. 

This  categorization  is  debatable.  For  instance,  premium  pay  may  be 
perceived  as  a  penalty  imposed  on  the  employer  to  prevent  abuses  in 
arranging  for  extra  duty  hours  or  for  scheduling  work  during  week¬ 
ends,  at  night,  etc.  Whatever  minor  adjustments  might  be  made,  the 
above  serves  as  a  guide  to  identifying  the  elements  making  up  total 
compensation. 

By  actual  count,  it  was  found  that  there  are  more  than  150 
elements  of  compensation  in  the  federal  public  service  that  meet  the 
above  definition.  Surveys  and  studies  reveal  an  equally  large  number 
of  compensation  elements  may  be  provided  by  other  employers  in 
Canada.  However,  most  of  these  elements,  both  individually  and 
collectively,  count  for  little  relative  to  total  compensation  paid.  A 
dozen  elements  of  compensation  applicable  to  all  federal  public  service 
occupational  groups  account  for  more  than  95  per  cent  of  total  com¬ 
pensation  paid  to  most  of  them.  These  same  elements  represent  97  per 
cent  of  total  compensation  paid  by  Canadian  employers. 

In  descending  order  of  their  share  of  the  compensation  package, 
these  elements  are: 

-  wages  and  salaries; 

-  pensions  (including  indexing  and  supplementary  retirement 
benefits); 

-  life  insurance; 
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-  disability  insurance; 

-  severance  pay; 

-  supplementary  health  insurance; 

-  employer’s  share  of  provincial  health  insurance; 

-  sick  leave/sickness  indemnity  plans; 

-  paid  holidays; 

-  vacation  leave; 

-  paid  rest  periods; 

-  overtime  pay. 

By  virtue  of  their  universality  and  importance  within  total  compen¬ 
sation,  these  elements  provide  a  sound  basis  for  accurate  analysis  and 
comparison  of  compensation  in  Canada.  However,  given  that  the 
approach  developed  for  use  in  the  Treasury  Board  was  eventually  to 
be  implemented  in  each  occupational  group,  care  was  taken  to  ensure 
that  the  model  had  the  flexibility  to  accommodate  more  elements 
should  they  become  relevant.  Accordingly,  there  are  now  about  50 
separate  elements  that  are  considered  for  establishing  compensation 
comparability  for  the  different  bargaining  units  under  the  respon¬ 
sibility  of  the  Treasury  Board. 

METHODS  OF  TOTAL  COMPENSATION  COMPARISONS 

This  section  presents  three  basic  approaches  to  comparing  compen¬ 
sation  packages,  along  with  the  reasons  for  their  acceptance  or 
rejection  in  the  context  of  our  model  of  total  compensation. 

Gross  comparison  method 

This  approach  evaluates  characteristics  of  benefits  one  by  one  and 
assigns  subjective  values  according  to  a  scoring  scheme  designed  by 
the  analyst.  Alternatively,  the  analyst  could  compare  each  individual 
benefit  to  some  measure  or  characteristic  designated  as  a  standard 
and  assess  each  as  superior,  inferior,  or  equal.  This  method  ranks 
benefits  and  distinguishes  between  the  best,  next  to  best,  or  less 
acceptable  ones. 

Since  this  only  resolves  that  benefits  are  above,  below,  or  at  par 
when  compared  with  others  and  because  of  the  subjective  nature  of  the 
valuation  procedure,  the  method  was  judged  to  be  inappropriate  in  the 
context  of  the  total-compensation  model.  At  best,  it  is  only  a  super¬ 
ficial  comparison. 
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Cost  of  benefit  method 

Hence,  the  analyst  compares  the  actual  cost  of  the  employer’s  expen¬ 
ditures  in  providing  various  forms  of  compensation  with  the  similar 
costs  of  other  employers.  Either  total  dollar  cost  or  per  cent  of  payroll 
actually  expended  may  be  compared.  The  technique  is  straightfor¬ 
ward:  elements  of  compensation  are  listed  and  employers  are  sur¬ 
veyed  to  determine  their  expenditures  on  the  benefits  as  listed. 
Processing  the  data  is  easy  since  they  are  reported  either  as  dollars 
expended  or  as  a  per  cent  of  payroll. 

However,  this  method  compares  only  expenditures  incurred  with¬ 
out  determining  the  amount,  degree,  or  quality  of  compensation  being 
provided  to  employees.  An  equal  dollar  amount  spent  by  two  different 
employers  does  not  necessarily  amount  to  similar  quality  and 
quantity  of  compensation  to  employees.  For  example,  two  organ¬ 
izations  may  spend  different  amounts  to  provide  identical  retirement 
benefits  because  one  organization  is  more  cost-efficient  or  it  funds  its 
plan  at  a  faster  rate;  differences  may  also  result  from  the  composition 
and  characteristics  of  the  workforce  (such  as  age,  sex,  location,  type  of 
work  environment,  or  benefit  usage).  Also,  the  administration  of  ben¬ 
efits  may  lead  to  cost  differences  (for  example,  insurance  benefits  can 
be  fully  pooled  or  under  an  'administrative  services  only’  contract). 

A  difficulty  in  measurement  arises  from  the  fact  that  many 
organizations  combine  several  benefits  into  a  single  item  within  their 
accounting  systems,  making  the  reporting  of  detailed  cost  breakdowns 
difficult  to  survey.  Further,  many  employers  consider  their  expen¬ 
ditures  data  confidential  and  are  reticent  to  disclose  details. 

These  shortcomings  are  serious  enough  to  undermine  the  effective¬ 
ness  of  the  cost-of-benefit  method  as  a  means  of  comparing  compen¬ 
sation  with  the  private  sector.  It  is  more  appropriate  for  financial 
analysis  and  price/cost  determination  than  for  studies  of  compen¬ 
sation  comparability. 

Level  of  benefits  method 

This  technique  is  considered  best-suited  for  the  total  compensation 
model.  The  analyst: 
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-  calculates  the  cost  that  would  be  incurred  by  the  employer  if  it  were 
to  provide  its  employees  with  compensation  packages  similar  to  those 
existing  outside  the  public  service; 

-  compares  this  simulated  cost  with  current  expenditures  for  public 
servants. 

The  level-of-benefits  method  calculates  the  value  of  compensation 
relative  to  other  sectors.  It  avoids  the  artificial  value  differences 
resulting  from  such  factors  as  funding,  utilization  experience,  or 
workforce  characteristics.  Further,  this  method  requires  only  infor¬ 
mation  on  provisions  and  characteristics  of  benefits  from  outside 
employers  .  The  main  disadvantage  is  the  complexity  of  the  tech¬ 
niques  that  are  used  to  evaluate  benefits. 

Under  this  approach,  the  value  of  each  element  of  compensation  is 
first  assessed  individually  and  then  all  element  values  are  integrated 
into  a  composite  measure  of  total  compensation.  For  some  elements 
the  valuation  process  is  relatively  straightforward  (for  example, 
number  of  paid  holidays),  but  for  others,  like  pension  and  insurance- 
type  elements,  the  valuation  process  can  be  complex  and  cumbersome. 

When  this  model  was  developed,  the  terms  'valuation  methodology’ 
and  'benefit  value’  were  adopted  in  order  to  ensure  that  there  could  be 
no  confusion  with  actual  costs  (expenditures).  Since  the  analyses  are 
based  on  models  of  benefits  and  their  usage,  it  was  necessary  to  make 
clear  that  the  figures  were  not  exactly  the  same  as  expenditures  even 
for  inside  benefits,  as  the  process  of  developing  a  model  of  a  benefit  (for 
example,  of  the  pattern  of  sick-leave  usage)  eliminates  some  of  the 
reality. 

MODEL  OF  TOTAL  COMPENSATION 

Having  established  the  value  of  the  various  compensation  elements, 
the  problem  of  determining  the  value  of  the  compensation  package  as 
a  whole  arises,  given  that  the  values  of  the  elements  are  expressed  in 
different  forms:  hours,  percentages,  days,  dollars,  etc.  The  value  of 
total  compensation  as  defined  in  the  context  of  the  employment 
exchange,  whereby  employees  provide  their  services  in  the  form  of 
productive  time  in  return  for  rewards  of  different  kinds,  takes 
meaning  when  the  monetary  components  are  related  to  the  net  hours 
worked.  This  measure  best  reconciles  the  net  average  value  of 
compensation  to  a  group  of  employees  under  a  level-of-benefits 
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approach  with  the  cost  of  compensation  to  the  employer  initiating  the 
comparison.  In  effect,  an  actual  (inside)  or  hypothetical  (outside) 
dollar  of  cost  to  the  employer  (with  deferred  costs  being  discounted  to 
their  present  value)  becomes  a  dollar  of  compensation  to  the  employee. 
It  also  recognizes  the  pay-for-effort  bargain,  effort  being  measured  in 
the  form  of  net  positive  time. 

As  a  formula,  the  value  of  total  compensation  (TC)  is  expressed  as: 

monetary  remuneration 

TC  =  - - - 

hours  actually  worked 

Monetary  remuneration  consists  of: 

-  salary; 

-  salary-related  benefits  (pensions,  some  insurances,  overtime,  etc.); 

-  flat  amount  of  benefits  (health  insurance,  etc.); 

-  less  amounts  lost  through  unpaid  absences  (for  sickness  under  a 
sickness-indemnity  insurance  plan). 

Hours  actually  worked  are  calculated  as: 

-  net  days  worked  per  year,  being  the  total  number  of  days  less  days 
not  worked  (for  holidays,  vacation,  sickness,  etc.) 

-  multiplied  by  net  hours  worked,  being  the  scheduled  hours  less 
meal-rest  breaks 

-  plus  overtime  hours  worked. 

For  some  occupations,  dealing  with  hours  is  unrealistic  or  excessively 
detailed,  and  the  denominator  is  calculated  in  terms  of  net  days 
worked,  producing  the  measure  of  dollars-per-day  as  the  standard  of 
comparison. 

In  either  case,  the  resulting  expression  of  value  provides  a  common 
basis  for  comparing  the  composite  value  of  compensation  packages 
that  might  be  quite  dissimilar  in  composition.  Unlike  other 
approaches  that  attribute  a  monetary  value  to  paid  time-off  elements, 
this  form  of  expression  does  not  overstate  the  monetary  component  of 
compensation.  Finally,  it  sustains  the  fundamental  principle  of  an 
exchange  and  readily  reflects  the  impact  of  changes  in  the  monetary 
and  productive  time  components  inherent  in  this  exchange  process. 
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INFORMATION  REQUIREMENTS 

Ideally,  the  level  of  benefits  method  requires  that  the  analyst  know  all 
information  pertaining  to  federal  public  service  workforce  charac¬ 
teristics,  benefits  utilization,  and  other  work-related  matters  (col¬ 
lectively  referred  to  as  'employee  characteristics’  later  in  this  paper) 
and  all  features  of  the  compensation  packages  of  each  employer  used 
in  the  comparison  in  full  detail.  This  is  a  stringent  requirement  which 
is  not  met  in  practice  owing  to  data  volume  and  deficiencies,  cost- 
benefit  considerations,  and  constraints  imposed  by  the  realities  of 
collective  bargaining. 

E  mployee  characteristics 

Data  on  public  service  employee  characteristics  are  generally  avail¬ 
able  through  internal  information  systems.  Examples  of  readily 
available  characteristics  are  age,  sex,  geographic  location,  length  of 
service,  and  shift  hours  worked. 

There  are  a  few  instances  where  certain  employee  data  problems  or 
limitations  surface  or  where  cost-benefit  considerations  prevent  the 
collection  of  data  at  the  ideal  level  of  detail.  These  are  mostly  in  the 
attendance  and  extra-duty  areas.  In  these  cases,  it  is  usually  possible 
to  use  proxy  variables  or  to  devise  estimation  methods  that  overcome 
the  deficiencies. 

An  example  is  the  measurement  of  overtime  pay  where  the 
premium  structure  depends  on  the  number  of  hours  worked  and  the 
type  of  days  (i.e.,  holiday,  day  of  rest,  normal  working  day)  on  which 
overtime  is  worked.  The  employee-information  systems  collect  data 
on  the  number  of  overtime  hours  by  premium  rate  (i.e.,  straight-time, 
time-and-a-half,  double-time,  etc.).  A  stochastic  method  was  thus 
devised  which  analyses  the  pay  conditions  stipulated  in  the  collective 
agreement  in  conjunction  with  the  hours  reported  in  the  information 
system,  and  by  using  probable  occurrences  of  different  types  of  days 
during  a  period  of  time  (usually  a  calendar  year),  it  rearranges  the 
collected  information  to  build  a  'typical’  profile  of  frequency  and 
duration  of  overtime  hours  by  type  of  days.  This  profile  then  becomes 
the  yardstick  against  which  the  various  overtime-pay  provisions  for 
the  public  service  and  of  external  employers  are  compared.  It  is 
interesting  to  note  that  for  the  various  occupational  groups  in  the 
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public  service,  the  results  compare  closely  with  the  actual  overtime 
expenditures. 

Features  of  compensation  plans 

To  measure  compensation  for  comparability  purposes,  it  is  also 
necessary  to  have  information  on  the  features  of  other  compensation 
plans  to  be  used  in  the  comparison. 

In  the  case  of  the  outside  employers  used  for  comparison,  the 
information  about  features  of  their  plans  is  by  and  large  collected  by 
the  Pay  Research  Bureau  (PRB).  In  some  exceptional  cases,  informa¬ 
tion  from  other  sources  such  as  data  banks  of  private  consulting  firms 
are  used  to  complement  or  to  substitute  for  the  PRB  data.  The  PRB  is  an 
independent  agency  established  to  meet  the  information  requirements 
of  the  parties  to  collective  bargaining  in  the  federal  public  service.  It 
regularly  surveys  Canadian  establishments  and  collects  and  reports 
compensation  information  -  i.e.,  salaries,  benefits,  and  conditions  of 
employment. 

The  PRB  surveys  are  conducted  after  job  matching  has  taken  place. 
This  process,  which  consists  of  evaluating  jobs  in  the  outside  market 
in  terms  of  the  public  service  job-classification  system,  ensures  that 
only  terms  and  conditions  of  employment  of  like  occupations  and  of 
similar  classification  worth  are  compared. 

While  the  PRB  collects  all  the  information  required  for  an  ideal 
application  of  the  level-of-benefits  method,  the  Treasury  Board  of 
Canada  as  employer  cannot  access  all  the  details  on  each  external 
employer’s  plan  because  of  a  number  of  reasons  which  have  to  do  with 
the  climate  of  employee-employer  relationships.  As  a  result,  methods 
were  developed  which  rely  on  aggregate  data  -  i.e.,  incidence  and 
benefits  features  of  all  firms  surveyed.  For  instance,  in  the  case  of 
vacation  leave,  the  average  number  of  vacation  days  per  year  for  each 
discrete  year  of  service  is  calculated  from  the  aggregate  data.  The 
resulting  vector  is  then  used  with  the  public  service  employee  profile 
of  years  of  service  to  obtain  the  average  value  of  the  vacation  plan  to 
the  group  of  employees.  In  the  case  of  pension  plans,  aggregate  data 
are  interpreted  and  'typical’  pension  plans  representing  the  varieties 
of  pension  plans  offered  by  outside  employers  are  constructed.  Each 
plan  is  actuarially  valued  and  then  results  are  integrated  into  an 
average  market  value  using  the  incidences  of  the  plans  as  weights. 
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Tests  conducted  on  some  elements  like  pension  and  vacation  plans 
suggest  that  the  results  obtained  through  this  methodology  compare 
very  closely  with  what  would  have  been  obtained  through  access  to 
each  employer’s  detailed  description  of  benefits  items. 

Therefore,  although  data  problems  and  the  constraints  regarding 
their  access  will  remain,  they  are  not  considered  serious  enough  to 
discredit  compensation  comparisons. 

Difficulties  of  implementation 

The  difficulties  of  implementation  relate  almost  entirely  to  the 
inadequacy  of  data,  and  the  resulting  need  to  generate  methodologies 
using  available  data,  or  to  make  assumptions.  As  noted,  the  valuation 
of  overtime  was  one  situation  in  which  insufficient  detail  on  the 
pattern  of  usage  required  that  certain  assumptions  be  made  to  arrive 
at  a  complete  pattern. 

Severance-pay  valuation  also  led  to  methodological  difficulties. 
The  proper  conceptual  approach  for  the  level-of-benefits  methodology 
would  be  to  calculate  the  expected  eventual  payout  that  would  be 
generated  by  an  additional  year  of  service,  taking  into  consideration 
the  probable  timing  and  size  of  the  eventual  payment.  However,  such 
an  approach  would  require  detailed  analysis  of  eventual  reasons  for 
and  timing  of  separation  (which  could  be  influenced  by  age,  sex,  or 
length  of  service,  for  example),  the  assumption  that  such  patterns  will 
not  change  over  time,  and  certain  assumptions  with  respect  to  eco¬ 
nomic  factors  (rates  of  salary  increase,  rates  of  interest)  in  order  to 
calculate  the  size  of  the  eventual  payment  and  discount  it  to  its 
present  value. 

Given  these  complexities,  it  was  initially  decided  to  make  the 
arbitrary  but  simple  assumption  that  the  immediately  preceding 
year’s  separation  experience  would  be  repeated,  and  on  this  basis  to 
calculate  the  payout  that  would  occur.  Further  research  on  a  more 
complex  methodology  is  being  carried  out,  but  this  more  refined 
approach  has  not  yet  been  adopted. 

The  difficulties  that  occur  in  severance  pay  also  affect  the  valuation 
of  pension  plans,  but  as  the  actuarial  profession  has  been  dealing  with 
such  issues  for  many  years,  it  was  possible  to  use  its  acquired 
expertise  to  arrive  at  sound  valuation  methodologies. 

One  final  point  should  be  made  with  respect  to  these  method¬ 
ological  difficulties.  That  is,  since  the  same  solution  is  applied  to  both 
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the  'inside’  and  the  'outside’,  when  the  comparison  is  made  between 
them,  biases  will  be  minimal. 

CONCLUSION 

Comparability  with  other  employers  has  been  the  formal  compen¬ 
sation  policy  of  the  federal  government  since  1919.  However,  in  the 
mid-1970s,  the  federal  government  felt  that  it  had  to  have  a  clearer 
picture  of  the  relativities  of  its  compensation  packages  in  relation  to 
the  outside  labour  market.  Thus,  the  model  described  in  this  paper 
was  developed,  and  it  has  been  applied  since  1978  to  those  occu¬ 
pational  groups  which  bargain  collectively  with  the  government. 

It  has  enabled  the  government,  as  employer,  to  understand  where  it 
stands  in  relation  to  the  outside  market  when  making  decisions  on 
bargaining  proposals.  It  has  also  enabled  the  decision-making  process 
to  include  consideration  of  many  alternatives,  as  the  implications  of 
alternatives  on  costs  and  on  relativities  can  easily  be  generated  by 
such  a  computerized  model. 

Thus,  decisions  on  changes  to  compensation  plans  are  now  made 
with  the  full  understanding  of  the  implications  for  costs  and  for  the 
relativities  with  other  labour  markets.  While  it  is  not  possible  to 
measure  if  the  decisions  themselves  would  have  been  substantially 
different,  they  are  made  with  more  confidence  and  certainty  as  to 
their  propriety. 

NOTE 

1  This  paper  was  not  presented  at  the  time  of  the  Ontario  Economic 
Council  conference  but  was  submitted  shortly  thereafter  in  re¬ 
sponse  to  it. 
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Federal  public  sector  compensation: 
a  private  sector  view 

Peter  G.  Kirkham 


INTRODUCTION 

Public  sector  compensation  is  one  of  those  subjects  on  which  everyone 
seems  to  have  strongly  held  opinions.  In  most  instances  the  lines  of 
argument  are  squarely  drawn:  those  in  the  public  service  feel  they  are 
not  fairly  paid  (MacKinnon  1985);  those  in  the  private  sector  feel  they 
are  (Gunderson  1984,  17).  Positions  on  both  sides  are  buttressed  with 
partial  facts,  myths,  and,  in  some  cases,  misinformation. 

In  fairness,  this  situation  is  easily  explainable.  Compensation,  and 
especially  public  sector  compensation,  is  an  exceedingly  complex,  di¬ 
verse  subject.  The  fact  that  this  conference  is  devoted  solely  to  this 
subject  and  that  there  is  a  diversity  of  speakers  reinforces  this  point  of 
view. 

Reflecting  upon  this  situation,  I  came  to  the  conclusion  that  I  was 
probably  as  guilty  as  many  others  of  holding  strong  views  based  on 
partial  information.  So  I  set  out  to  better  inform  myself  on  this 
subject -and  especially  to  try  to  articulate  an  overall  framework  that 
would  help  my  understanding  of  it.  It  is  this  set  of  thoughts  that  I 
want  to  share  with  you  today.  There  is  no  pretense  that  my  analysis  is 
complete.  Some  of  you  may  even  disagree  with  pieces  of  it.  But  if  any 
of  you,  or  others,  are  stimulated  to  try  to  do  a  better  job  than  I  have 
been  able  to  do,  I  will  feel  that  my  purpose  here  today  will  have  been 
accomplished. 

I  will  begin  by  putting  the  whole  issue  of  public  sector  com¬ 
pensation  into  a  broader  context  by  highlighting  its  background.  I 
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will  then  discuss  occupational-wage  comparisons  as  one  means  of 
measuring  public  sector  compensation.  This  discussion  will  lead 
naturally  into  a  review  of  the  results  that  have  been  obtained  using 
other  methodologies.  At  this  juncture,  a  number  of  issues  and 
problems  relating  to  public  sector  compensation  will  be  apparent. 
Some  solutions  designed  to  reduce  the  difficulties  inherent  in  the 
current  situation  will  be  proposed.  Finally,  I  will  end  with  some 
overall  conclusions. 

BACKGROUND 

Discussions  of  public  sector  compensation  are  usually  set  in  the 
context  of  public  sector/private  sector  comparability.  Essentially,  this 
focus  translates  into  inter-industry  wage-differential  comparisons.  In 
competitive  labour  markets,  any  pure  industrial  wage  differentials,  in 
the  long  run,  must  reflect  nonpecuniary  factors  particular  to  various 
industries.  Nonpecuniary  factors  could  be  related  to  working  con¬ 
ditions,  benefits,  occupational  or  regional  dissimilarities  between 
industries,  the  quality  of  human  capital  in  general,  or  other  personal 
characteristics  of  the  labour  force. 

In  the  shorter  run,  additional  factors  also  can  have  an  impact  on 
wage  relativities:  job  security,  deferred  costs  to  the  employer  arising 
from  deferred  compensation  to  employees,  or  noncompetitive  factors 
are  illustrative  here.  Noncompetitive  factors  can  include  such  ele¬ 
ments  as  natural  monopolies,  unionization,  or  the  employer’s  'ability 
to  pay’.  In  the  public  service,  this  latter  aspect  may  relate  to  govern¬ 
ment  revenue  or  taxation  constraints,  or  the  need  to  demonstrate 
fiscal  or  social  responsibility  at  a  point  in  time  (Mulgrew  1984). 

Finally,  especially  in  the  public  service,  administrative  rules  and 
procedures  may  influence  considerably  the  short-run  position  of  wages 
and  salaries.  For  example,  'unions  in  the  federal  public  sector  do  not 
have  the  right  to  bargain  on  such  items  as  classification,  promotion, 
transfers,  technology  change,  lay-offs  or  pensions.’  (Gunderson  1984, 
15)  These  constraints  may  lead  unions  to  seek  higher  wages,  for 
example,  because  of  the  restricted  range  of  items  over  which  they  can 
bargain.  They  thus  could  lead  to  greater  differences  in  wages  between 
the  public  and  private  sectors. 

The  sum  of  the  above  nonpecuniary  forces  is  more  likely  to  reinforce 
an  upward  bias  than  a  downward  bias  in  public  sector  wage  deter¬ 
mination.1  Bias,  in  this  sense,  is  not  a  pejorative  term.  It  only 
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cautions  us  that  differences  in  public  sector/private  sector  wage  differ¬ 
entials  do  not  in  themselves  automatically  signal  that  something  is 
wrong. 

The  reality  of  this  situation  places  an  additional  burden  on  any 
methodologies  chosen  to  measure  compensation  differentials  between 
the  private  and  public  sector.  It  will  be  difficult  in  many  instances  to 
determine  whether  any  differences  found  are  real  or  due  to  measure¬ 
ment  error.  Also,  since  most  methodologies  measure  a  point  in  time, 
additional  evidence  may  have  to  be  sought  to  distinguish  short-run 
perturbations  from  long-run  trends  in  differences. 

Four  methodologies  used  for  interindustry  compensation  compar¬ 
isons  are  often  identified: 

-  occupational  wage  comparisons 

-  econometric  micro-equations 

-  econometric  macro-equations 

-  a  disequilibrium  or  queuing  theory  approach 

I  will  concentrate  on  the  first  methodology  -  occupational  wage 
comparisons.  It  is,  as  you  know,  the  methodology  actually  used  in  the 
public  sector  wage-setting  process.  Thus,  my  discussion  will  serve  the 
dual  purpose  of  not  only  reporting  on  the  results  of  this  methodology 
but  also  pointing  out  some  strengths  and  weaknesses  of  the  public 
sector  wage-setting  process.  Some  of  the  reported  results  obtained 
with  this  approach  will  then  be  contrasted  with  the  evidence  accum¬ 
ulated  through  micro  and  macro  econometric  analysis. 

OCCUPATIONAL  WAGE  COMPARISONS 

The  federal  public  sector  has  the  institutional  tools  required  to  utilize 
the  occupational  wage-comparison  methodology.  It  has  appropriate 
job-classification  systems,  job  descriptions,  and  an  accepted  private 
sector  approach  to  job  evaluation.  These  elements  enable  one  to 
evaluate  selected  benchmark  jobs  for  public  sector/private  sector 
comparison. 

For  the  most  senior  jobs  -  that  is,  for  the  senior-management  (SM) 
classification  and  above  -  the  public  service  utilizes  the  evaluation 
approach  of  Hay  Associates.  The  Hay  approach  measures  job  content; 
it  does  not  evaluate  the  individual  in  a  particular  job.  The  content  of 
any  job  is  classified  into  three  basic  components:  know-how,  problem 
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solving,  and  accountability.  The  sum  of  the  measurements  for  these 
three  components  represents  the  value  of  the  whole  job.2 

As  you  can  imagine,  any  evaluator  must  have  a  thorough  under¬ 
standing  of  the  job  being  evaluated  in  order  to  properly  assign  values 
to  the  three  components.  This  understanding  is  primarily  obtained 
through  the  job  description.  Of  the  three  components,  the  account¬ 
ability  factor  of  the  job  is  often  the  most  difficult  to  get  definitively 
defined  and  evaluated.  It  requires  clear  answers  to  such  questions  as: 

-  What  results  is  the  job  expected  to  produce? 

-  What  degree  of  freedom  to  act  is  embodied  in  the  job? 

-  What  kind  of  effect  does  the  job  have  on  desired  end  results?3 

It  is  important  to  note  that  while  a  company  like  Hay  Associates 
provides  a  methodology  and  consulting  assistance,  it  is  usually  a 
committee  of  officers  within  the  public  service  that  ultimately  decides 
on  the  final  point  value  for  any  job.  A  plot  of  job  values  against 
salaries  paid  then  establishes  a  salary  curve  for  the  occupational 
category  in  question. 

Salary  scales  are  established  once  a  decision  is  made  on  who  the 
competitors  are  for  the  same  labour  supply,  as  the  wages  need  to  be 
competitive  enough  to  ensure  an  adequate  supply  and  retention  of 
human  resources.  The  public  service’s  main  sample  for  its  salary 
surveys  is  comprised  of  a  total  of  approximately  200  big  and  small 
firms  spread  throughout  Canada.  This  sample  can  in  some  ways  be 
thought  of  as  an  average  cross-section  of  Canadian  business.  I  am  told 
that  the  public  service  has  chosen  to  set  its  salary  scales  above  the 
median  salary  line  of  these  companies.  In  other  words,  the  govern¬ 
ment  has  decided  to  be  a  premium  payer.  Note  that  this  is  not  the 
same  thing  as  saying  that  the  government  has  decided  to  lead  the 
market. 

The  wage-survey  activity  referred  to  above  is  conducted  by  the  Pay 
Research  Bureau  (PRB).  The  PRB  provides  this  information  to  the 
Treasury  Board,  which  is  the  public  sector  employer,  and  to  the  unions 
who  negotiate  with  the  employer. 

This  brief  description  of  the  pay-setting  process  in  the  federal  public 
service  illustrates  that  many  choices  and  assumptions  must  be  made 
when  developing  the  salary  scales  and  making  occupational  wage 
comparisons  between  the  public  and  private  sectors.  Thus,  one  must 
remember  that  even  when  a  skillful  researcher  is  in  charge  of  the 
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process,  the  results  from  such  comparisons  can  only  be  taken  as 
indicative  of  the  relative  compensation  levels  involved. 

Below  the  SM  level  in  the  federal  public  service,  the  number  of 
employees  that  one  must  supervise  has  a  heavy  influence  in  the  job- 
evaluation  process.  (This  is  not  true  for  those  jobs  at  the  SM  level  and 
above.)  Because  of  this  factor,  there  is  an  incentive  for  middle-ranked 
supervisors  to  increase  the  numbers  of  their  staffs  relative  to  what 
otherwise  might  prevail  in  order  to  gain  a  higher  job  classification. 

Thus,  given  the  range  of  complexity  and  choice  in  this  evaluation 
process,  clearly  caution  must  be  exercised  in  making  public  sector/ 
private  sector  comparisons.  However,  even  with  this  note  of  caution, 
it  is  still  instructive  to  review  the  results  of  such  comparisons  as 
reported  by  various  researchers. 

RESULTS  OF  PUBLIC  SECTOR/PRIVATE  SECTOR  COMPENSATION 
COMPARISONS 

Daniel  and  Robinson  (1980a)  utilized  the  PRB’s  AUTOCODS  sample  to 
obtain  aggregate  salary  information  for  detailed  job  matches  in  the 
private  sector  and  then  compared  these  data  with  salary  information 
for  the  federal  government  provided  by  the  Treasury  Board.  Their 
general  conclusion  was  that  There  is  no  clear  tendency  for  rates  of  pay 
in  the  federal  government  to  exceed  rates  of  pay  for  comparable  jobs  in 
the  private  sector’  (ibid.,  p.  24).  Amongst  the  professional  groups,  they 
went  on  to  state  that: 

the  only  positions  for  which  maximum  hourly  rates  of  pay  are 
significantly  higher  in  the  federal  government  compared  to 
mean  rates  of  pay  in  the  private  sector  are  the  first  three 
levels  of  economists  and  computer  systems  administrators,  the 
entrance  level  financial  administrator  and  the  level  3 
engineer.  For  level  2  economists  in  particular,  the  maximum 
hourly  rate  of  pay  in  the  federal  government  is  as  much  as  24 
per  cent  above  the  mean  hourly  rate  of  pay  in  the  private 
sector.  [For]  the  level  3  economist  in  the  federal  government 
the  minimum  rate  of  pay  exceeded  the  average  rate  of  pay  in 
the  private  sector.  (Ibid.,  p.  25) 

Two  other  results  must  be  noted  here.  First,  although  Daniel  and 
Robinson  largely  focus  on  wages  and  salaries,  they  do  observe  that 
benefit  costs,  measured  as  a  percentage  of  straight-time  payroll,  were 
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approximately  four  to  five  percentage  points  higher  in  the  federal 
government  than  in  the  private  sector.  They  find,  for  example,  that 
the  employer’s  costs  of  pension  plans  in  the  federal  government 
averaged  8  per  cent  of  straight-time  payroll  versus  an  average  of  5.6 
per  cent  in  the  private  sector  (ibid.,  p.  47).  Second,  these  and  other 
authors  observe  that,  in  the  majority  of  occupational  categories,  the 
federal  government  tends  to  employ  a  higher  percentage  of  its  workers 
at  the  more  senior,  and  hence  higher  paying,  levels  than  the  private 
sector.  We  will  return  to  these  two  results  momentarily. 

Gunderson  (1984)  also  summarizes  the  results  of  a  number  of 
studies  and  concludes: 

While  there  is  considerable  diversity  in  the  results,  [they 
generally  showed]  a  [federal]  public  sector  advantage  of 
approximately  1  to  15  per  cent  in  recent  years.  Females 
generally  had  a  greater  advantage  than  males,  and  lower 
paying  jobs  had  a  greater  differential  than  higher  paying  jobs. 

(p.  17) 

In  a  broader  context  -  including  all  levels  of  government  -  Gunderson 
observes  that  the  public  service  sector  went  from  a  compensation  dis¬ 
advantage  in  1952  to  a  wage  advantage  in  1980,  but  that  advantage 
had  peaked  sometime  in  the  late  seventies. 

In  sum,  the  occupational  wage-comparison  approach  seems  to  re¬ 
veal  some  public  sector  advantage.  However,  it  is  important  to 
remember  that  the  jobs  being  compared  may  not  have  identical  or 
even  similar  work,  especially  if  the  occupational  groupings  used  in  the 
comparisons  are  fairly  broad. 

Micro-wage  econometric  estimates  can  focus  on  individual  workers 
and  help  differentiate  the  wage  differentials  solely  attributable  to 
their  different  endowments.  Employing  this  approach  and  utilizing 
1970  census  data,  Gunderson  (1984)  estimates  that  the  public  sector 
males  in  his  study  received  9.3  per  cent  and  females  22.3  per  cent 
more  than  their  private  sector  counterparts.  After  adjusting  for  the 
higher  endowments  of  wage-determining  characteristics  of  these 
public  sector  employees,  their  remaining  pure  wage  advantage  was 
6.2  per  cent  and  8.6  per  cent  for  males  and  females  respectively. 

Studies  employing  the  macro-wage  equation  methodology  have 
yielded  somewhat  contradictory  results  that  have  been  difficult  to 
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interpret.  However,  the  evidence,  for  our  purpose  here,  does  not 
negate  the  broader  findings  cited  above  (Auld  et  al.  1979). 

Comparisons  of  benefits 

Gunderson  (1984)  also  concludes  that  estimated  benefit  costs  -  such  as 
payments  for  time  not  worked,  unemployment  insurance,  pensions, 
health  and  welfare  coverage,  bonuses,  and  profit  sharing  -  were 
roughly  comparable  between  the  public  and  private  sectors  when 
expressed  as  a  percentage  of  payroll.  However,  such  comparisons  did 
not,  in  his  judgement,  incorporate  all  of  the  relevant  benefits,  such  as 
those  involving  varied  working  conditions  and  deferred  wages  in  the 
form  of  job  security,  early  retirement,  or  indexed  pensions.  My  own 
interpretation  of  the  Hay  survey  results  would  tend  to  corroborate 
these  conclusions. 

A  further  word  on  indexed  pensions  is  in  order.  An  actuarial  cost 
study  on  pensions  reform  commissioned  by  the  Business  Committee 
on  Pension  Policy  (1983)  observes  that  in  the  federal  government’s 
Supplementary  Plan,  a  plan  designed  to  fund  the  indexing  of  public 
service  pensions,  a  1  per  cent  payroll  contribution  from  public  employ¬ 
ees  with  a  matching  1  per  cent  contribution  from  their  government 
employers  was  established.  However,  in  1981/2,  admittedly  a  high- 
inflation  year,  contributions  totalling  5.7  per  cent  of  payroll  (4.7  per 
cent  from  the  employer  and  1  per  cent  from  the  employee)  were  not 
sufficient  to  fully  fund  the  liabilities  incurred  in  that  year  (ibid., 
p.106).  These  1981/2  results  illustrate  that  the  adequacy  of  Supple¬ 
mentary  Plan  funding  is  heavily  contingent  upon  the  inflation  rate 
and  interest  rates. 

The  design  of  the  Supplementary  Plan  appears  adequate  to 
guarantee  funding  for  liabilities  incurred  up  to  an  inflation  rate  of 
about  4  or  5  per  cent  given  the  current  interest-rate  situation.  Thus,  if 
inflation  remains  at  existing  levels,  and  if  wage  increases  and  interest 
rates  remain  within  their  current  ranges,  indexation  of  public  service 
pensions  need  not  be  a  serious  economic  concern. 

Nevertheless,  the  weight  of  the  evidence  indicates  that  the  public 
sector  has  a  total  compensation  advantage  over  the  private  sector  in 
the  compensation  comparison  when  all  relevant  benefits  are  taken 
into  account. 

Interestingly  enough,  according  to  the  1984  results  of  the  Hay 
salary  survey,  the  distribution  of  cash  and  noncash  items,  when 
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expressed  as  a  percentage  of  total  renumeration,  is  similar  within  the 
two  groups,  as  shown  in  Table  1. 

Benefit  comparisons  for  senior-level  jobs 

While  the  above  evidence  might  be  accepted  for  many  public  service 
occupational  categories,  there  is  a  commonly  held  belief  that  the 
compensation  for  the  deputy-minister  job  as  currently  evaluated  falls 
short  of  the  remuneration  levels  of  its  private  sector  counterparts. 
The  top  cash  compensation  of  the  deputy-minister  group  is  now 
approximately  $115,000  per  annum.  The  private  sector  counterparts 
are  thought  to  earn,  in  very  rough  terms,  20  to  30  per  cent  more  than 
this  amount.  The  reality  is  more  complex  than  this  commonly  held 
view,  however,  as  I  shall  illustrate  momentarily. 

A  number  of  reasons  have  been  advanced  for  why  deputy-minister 
salaries  may  lag  behind  those  of  their  private  sector  counterparts: 

-  taxpayer  intolerance  to  higher  salaries 

-  a  dedication  to  public  service  that  doesn’t  demand  higher  salaries 

-  nonpecuniary  offsets  such  as  job  security,  reasonable  guarantees  of 
promotion,  generous  early-retirement  provisions,  and  indexed  pen¬ 
sions 

-  attempts  to  keep  public  service  remuneration  in  a  reasonable 
relationship  to  that  of  elected  officials. 

On  the  other  hand,  some  people  have  argued  that  while  the  most 
senior-level  public  service  jobs  require  primarily  organizational  and 
communications  talent,  senior-level  private  sector  employees  must 
also  possess  a  scarce  entrepreneurial  talent  in  addition  to  the  above 
skills.  This  argument  cautions  us  about  making  direct  comparisons  of 
such  jobs  between  the  two  sectors. 

Further,  it  is  extremely  difficult  to  measure  properly  the  size  of  the 
deputy  minister’s  job.  For  example,  one  former  deputy  minister,  who 
held  this  position  in  the  early  1950s,  told  me  that  at  that  time  the 
deputy-minister  group  was  very  small,  the  problems  were  relatively 
well  defined,  the  solutions  reasonably  clear,  and  that  the  ministers 
and  deputy  ministers  were  generally  in  close  agreement  on  what  had 
to  be  done  and  how  it  had  to  be  done.  As  a  consequence,  he  said  that 
ministers  left  most  of  the  running  of  day-to-day  government  up  to 
deputy  ministers.  This  latter  group  would  thus  meet  once  a  week  for 
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TABLE  1 


Distribution  of  cash  and  noncash  items  expressed  as  a  percentage  of  total  remuneration 


Public  service 
organizations 

Private 

sector 

Total  remuneration 

100 

100 

Cash 

77 

74 

Perquisites 

3 

6 

Employee  benefits 

10 

11 

Pay  for  time  not  worked 

10 

9 

SOURCE:  Hay  Compensation  Comparison  (1984),  p.12. 


lunch  and  make  the  necessary  decisions.  In  this  scenario,  the  deputy 
minister’s  responsibilities  look  large. 

Throughout  the  1960s  and  1970s,  an  elaborate  cabinet-committee 
structure  was  put  in  place.  The  problems  became  much  more  complex. 
Solutions  had  an  impact  on  many  constituencies,  and  seeking  and 
managing  trade-offs  between  conflicting  or  competing  interests  be¬ 
came  a  paramount  task.  Deputy  ministers  thus  became  very  impor¬ 
tant  when  it  came  to  the  process  of  defining  alternatives  and,  amongst 
their  colleagues,  of  seeking  the  necessary  trade-offs  before  a  proposal 
went  to  a  Cabinet  subcommittee,  thereby  resolving  or  at  least 
delineating  the  competing  interests  of  different  departments  and  their 
differing  constituencies.  The  nature  of  the  deputy  ministers’  job  in 
this  context  was  thus  very  different  from  the  job  of  the  1950s. 

With  the  recent  change  of  government,  I  am  led  to  believe  that  the 
deputy  ministers,  at  least  up  to  this  point  in  time,  are  less  materially 
involved  in  policy-setting.  The  primary  emphasis  of  their  jobs  is  being 
shifted  more  towards  matters  of  administration.  To  the  extent  that 
this  observation  is  true,  and  continues  to  prevail,  the  size  and  the 
nature  of  the  job  will  be  very  different  again  from  previous  eras. 

This  situation  does  not  exist  in  the  private  sector.  For  the  most 
part,  the  most  senior  jobs,  when  considered  as  a  group  in  the  private 
sector,  are  not  subject  to  radical  changes  in  job  size  and  content  over 
time. 

A  long-term  perspective  on  benefits 

Most  of  the  discussion  to  this  point  has  reflected  a  static  view  of  the 
situation  regarding  benefits.  If  the  discussion  on  compensation  is  put 
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in  the  context  of  'lifetime  earnings’  or  'career  earnings’,  a  time  per¬ 
spective  is  gained.  Remember  that  in  the  less  senior  ranks  in  the 
federal  public  service,  total  remuneration,  by  almost  every  measure, 
leads  the  private  sector.  In  addition,  with  the  early-retirement  pro¬ 
visions  in  the  public  service,  it  is  entirely  possible  for  public  servants 
with  35  years’  service,  including  senior  officials,  to  retire  at  age  55  on 
full  pension  and  then  to  attain  alternative  jobs  in  the  private  sector  for 
another  five  to  ten  years. 

If  we  include  in  the  compensation  comparison  an  equivalent  value 
for  the  difference  between  this  retirement  benefit  and  that  generally 
available  in  the  private  sector,  public  sector  compensation  does  not 
appear  low  in  relation  to  the  private  sector. 

It  may  be  argued  by  some  that  current  cash  payments  are  more 
highly  valued  than  a  promise  to  provide  future  pension  benefits  and 
therefore  that  it  is  inappropriate  to  include  the  equivalent  value  of 
such  a  benefit  in  a  compensation  comparison.  While  there  has  not 
been  extensive  research  on  the  trade-off  preferences  of  employees  be¬ 
tween  current  cash  compensation  and  noncash  benefits,  one  study  of 
such  preferences  (Woodbury  1983)  finds  that  in  the  United  States,  the 
elasticity  of  substitution  between  cash  compensation  and  noncash 
benefits  was  well  in  excess  of  unity:  in  other  words,  the  study  shows 
that  after  a  certain  minimum  level  of  cash  compensation,  employees 
much  preferred  an  additional  dollar  of  pension  benefits  to  an  addi¬ 
tional  dollar  of  cash  compensation.  Woodbury’s  results,  then,  support 
the  inclusion  of  the  equivalent  benefit  value  in  the  compensation 
comparison. 

Others  may  argue  that  while  it  is  possible  to  retire  at  age  55  and 
seek  alternative  employment,  not  all  public  servants  do  so.  While 
many  public  servants  may  not  choose  to  work  after  age  55,  such  a 
choice  means  they  have  either  implicitly  or  explicitly  valued  their 
leisure  time  at  an  economic  value  at  least  equivalent  to  the  forgone 
income  that  would  otherwise  be  available.  Such  a  choice,  then,  does 
not  invalidate  the  comparison. 

The  early-retirement  provision  in  the  public  sector  benefits  pack¬ 
age,  however,  is  serving  an  important  social  end  at  the  same  time  that 
it  enhances  public  sector  compensation.  Early  retirement  means  more 
jobs,  sooner,  for  young  entrants  into  the  labour  force.  Thus  this 
provision  is  serving  multiple  individual  and  social  ends,  and  care 
must  be  taken  to  not  view  it  solely  as  a  public  sector  benefit  program. 
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To  conclude,  the  inclusion  of  the  equivalent  value  of  the  differential 
retirement  provisions  of  the  public  sector  pension  system  in  the  com¬ 
pensation  comparison  puts  middle-  and  lower-ranked  jobs  ahead  of 
their  private  sector  equivalents  and  brings  the  total  equivalent 
compensation  of  deputy  ministers  at  least  in  line  with  their  private 
sector  counterparts.  The  real  issue  for  the  public  service,  then,  is  not 
whether  their  compensation  is  lagging  behind  that  of  the  private 
sector.  Rather,  the  real  concern  is  whether  the  proper  mix  has  been 
attained  between  cash  compensation  and  noncash  benefits.  Thus,  if 
there  is  a  feeling  amongst  public  service  employees  that  cash  com¬ 
pensation  is  too  low  in  the  federal  public  service,  efforts  should  focus 
on  adjusting  it  through  a  reduction  in  noncash  benefits  and  not 
through  an  increase  in  total  compensation. 

THE  REST  OF  THE  STORY  ON  PUBLIC  SERVICE  COMPENSATION 

I  spent  considerable  time  earlier  in  the  paper  documenting  the  actual 
salary  policy  of  the  federal  government  as  it  exists  at  present.  The 
government  has  stated  explicitly  that  this  salary  provision  is  based 
upon  the  need  to: 

-  facilitate  the  staffing  of  the  public  service  with  competent 
personnel 

-  compensate  employees  in  the  public  service  fairly 

-  achieve  these  two  aims  at  a  cost  that  is  as  reasonable  as  possible  to 
the  taxpayer5 

Certainly  few  knowledgeable  observers  would  dispute  the  fact  that 
our  public  service  is  filled  with  competent,  talented  people,  especially 
at  the  senior  levels.  And  at  the  level  of  the  individual  public 
employee,  the  evidence  suggests  that  for  the  most  part  the  jobs  are 
fairly  evaluated  and  the  compensation  is  favourable  relative  to  the 
private  sector.  The  question  to  be  addressed  now  is  whether  the 
overall  costs  are  reasonable  to  the  taxpayer. 

The  current  job-classification  system  in  the  public  sector  comprises 
six  broad  occupational  families  or  categories: 

-  management 

-  scientific  and  professional 

-  technical 

-  administrative  and  foreign  service 
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-  administrative  support 

-  operational 

These  categories  are  further  subdivided  into  seventy-one  occupational 
groups  that  include  292,000  positions  with  a  complement  of  about 
222,000  federal  public  servants  (Auditor  General  1984,  8-2). 

The  difference  between  the  total  of  292,000  positions  and  the 
222,000  positions  held  by  civil  servants  represents  surplus  positions 
for  use  as  is  needed  by  departments.  Surplus  positions,  it  is  argued, 
reduce  the  time  lost  when  staffing  positions  and  allow  management 
the  necessary  flexibility  to  manage.  They  also  produce  a  looseness  in 
the  system  with  respect  to  tight  complement  and  salary  management. 

The  seventy-one  occupational  groups  allow  for  considerable 
latitude  and  flexibility  in  classifying  positions.  A  particular  job  can 
often  be  classified,  with  only  small  changes  in  the  job  description,  into 
one  of  several  job  categories.  Naturally,  the  classification  group  with 
the  most  favourable  compensation  elements  is  often  the  one  that  is 
chosen  by  administrators.  Once  the  job  is  classified,  the  compensation 
for  it  may  appear  to  be  equitable  to  its  private  sector  counterpart,  but 
from  a  taxpayer  point  of  view,  it  may  well  have  been  staffed  for  less 
cost. 

This  flexibility  in  classification  makes  it  more  difficult  to  maintain 
internal  relativity  between  individuals  within  the  public  sector, 
because  not  all  similar  jobs  will  be  treated  the  same  in  the  classi¬ 
fication  process  and  the  remuneration  can  be  quite  different  between 
similar  job  classes.  Further,  several  occupational  groups  can  be 
included  within  the  same  union,  and  since  the  bargaining  for  each 
group  often  takes  place  separately,  the  unions  and  their  members  can 
extract  additional  bargaining  strength  as  a  consequence. 

In  1983,  one  out  of  every  two  public  service  positions  was  subject  to 
some  form  of  classification  activity  (Auditor  General  1984).  The  ease 
or  difficulty  of  reclassifying  positions  within  the  public  service  can 
vary  considerably.  For  example,  reclassification  can  be  easier  for 
someone  who  knows  the  system. 

Not  all  reclassifications  involve  promotions  for  the  incumbent.  In 
1980,  there  were  24,270  promotions,  4,106  or  16.9  per  cent  of  which 
were  obtained  through  job  reclassification  and  staffed  without  com¬ 
petition.  However,  by  1983,  even  though  the  number  of  promotions 
had  declined  to  19,949  (presumably  as  a  result  of  the  nongrowth  of  the 
public  sector)  the  number  of  these  promotions  obtained  through 
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reclassification  had  risen  to  4,512  or  22.6  per  cent  of  the  total  (ibid.,  8- 

8). 

Recent  reclassifications  have  occurred  at  a  time  when  there  has 
been  a  general  shift  in  the  job  mix  towards  higher-level  positions  in 
various  occupational  groups.  For  example,  in  the  Program  Admin¬ 
istration  Group  (PM),  the  number  of  employees  in  the  PM3  to  PM6 
range  increased  by  62  per  cent  between  1966  and  1983,  while  the 
number  of  those  at  the  level  of  PM2  and  below  shrank  by  20  per  cent. 
In  1983,  this  shift  represented  an  increase  of  about  $14  million  annual 
straight-time  salary  costs.  Between  1978  and  1983,  the  number  of 
employees  in  the  Clerical  and  Regulatory  Group’s  (CR’s)  higher-level 
positions,  from  CR4  to  CR7,  increased  by  13  per  cent.  The  numbers  of 
those  below  the  CR4  level  decreased  12  per  cent.  This  shift  occurred  at 
an  annual  cost  of  $13  million.  These  two  groups  -  PM  and  CR  - 
account  for  about  one-third  of  all  federal  public  servants  (ibid.,  8-9). 

The  point  should  not  be  missed  that  this  trend  towards  higher 
reclassifications  of  jobs  in  part  occurred  during  the  period  of  the  6  and 
5  salary-constraint  program.  This  raises  the  question  of  how  overall 
base-rate  salary  changes  have  behaved  relative  to  average  annual- 
income  increases.  (You  will  recall  that  it  is  the  base  salary  rates  that 
were  being  compared  in  the  previous  discussions.)  For  the  period  1967 
to  1975,  Auld6  reports  that  the  average  annual-income  increase  was 
approximately  10  per  cent  for  all  three  levels  of  government  compared 
to  base-rate  increases  of  11  per  cent  and  8  per  cent  for  the  provincial- 
local  levels  and  the  federal  level  respectively.  These  data  suggest  that 
the  average  income-level  increase  has  been  higher  than  the  base-rate 
increases  at  the  federal  level. 

If  the  level  of  employment  in  the  federal  government  had  decreased 
during  the  period,  even  with  higher-level  average  salaries  the  total 
government  expense  for  wages  and  salaries  could  have  yielded  good 
value  to  the  taxpayer  in  relation  to  the  services  received.  The  picture 
is  further  confused  by  the  fact  that  services  to  the  public  did  expand 
significantly  during  this  period  so  that  there  is  not  a  constant  base  for 
comparison. 

Recently,  federal-government  employment  has  been  contracting. 
Nevertheless,  during  the  period  between  the  early  1960s  and  the  mid- 
1970s,  it  expanded  by  over  4  per  cent,  compared  to  a  private  sector 
growth  of  a  little  under  3  per  cent’.  Federal  employment  during  this 
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time  thus  grew  from  11.3  per  1,000  persons  in  Canada  to  14.7  per 

1,000.7 

While  it  is  not  possible  with  the  evidence  cited  here  to  describe 
whether  Canadians  feel  they  have  received  value  for  money,  recent 
events  suggest  that  the  general  public  wants  less  government,  or  at 
least  not  more  than  they  currently  have. 

WHAT  IS  MISSING 

The  Auditor  General  has  revealed  that  there  is  a  serious  imbalance 
between  the  upward  pressures  on  salary  costs  arising  from  the  design 
and  administration  of  the  classification  system  and  any  counter¬ 
vailing  restraining  forces.8  This  imbalance,  according  to  the  Auditor 
General,  is  reflected  in: 

-  the  increase  in  the  rate  of  upward  classification  of  positions  staffed 
without  competition 

-  the  shift  in  the  distribution  of  employees  from  lower  levels  to 
higher-paid  levels  in  several  occupational  groups 

-  a  significant  error  rate  in  the  classification  of  jobs,  resulting  in  one 
out  of  five  persons  being  overpaid  relative  to  others  who  are 
performing  the  same  work. 

The  Treasury  Board  is  responsible  for  the  classification  system. 
Deputy  heads  have  been  delegated  the  authority  to  administer  the 
system.  While  department  heads  in  theory  are  supposed  to  consult 
with  with  Treasury  Board  in  cases  where  reclassification  will  have  a 
significant  impact  on  salary  expenditures,  in  practice  the  deputy 
heads  are  not  held  responsible  for  the  integrity  of  the  system;  thus, 
reclassifications  that  individually  do  not  give  rise  to  serious  increases 
in  salary  expenditures  may  well  pass  through  the  system  unnoticed. 

From  a  private  sector  point  of  view,  one  is  struck  by  the  lack  of  a 
central  focal  point  for  the  establishment  of  policy  and  the  manage¬ 
ment  of  human  resources  within  the  public  service.  For  example, 
while  the  Public  Service  Commission  (PSC),  under  the  authority  of  the 
Public  Service  Employment  Act  (PSEA),  has  the  authority  for  staffing 
as  well  as  for  delegating  this  responsibility  to  departments,  the 
Treasury  Board  has  the  responsibility  for  collective  bargaining  under 
the  authority  of  the  Public  Service  Staff  Relations  Act  and  the 
Financial  Administration  Act.  Further,  under  the  authority  of  the 
PSEA,  the  PSC,  in  its  ultimate  role  of  staffing  authority,  must  consult 
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with  unions  and  also  the  employer  (in  this  instance  the  Treasury 
Board)  with  regard  to  staffing  and  related  matters. 

The  D’Avignon  Commission  has  observed  that  'the  fragmentation 
of  central  policy  leadership  and  direction  of  the  personnel  function  is  a 
major  flaw  in  the  present  system’  (D’Avignon  et  al.  1979,  p.  152). 

The  present  allocation  of  central-management  roles  involves  three 
agencies  -  the  Treasury  Board,  the  Privy  Council  Office  <PCO),  and  the 
PSC.  D’Avignon  et  al.  (1979)  observe  that  departments  feel  that  there 
is  no  central  decision-making  authority  and  that  central  control 
depends  heavily  on  the  imposition  of  detailed  procedures  and  a  pro¬ 
liferation  of  reports  and  audits. 

The  PCO  has  been  responsible  for  Governor-in-Council  appoint¬ 
ments,  but  the  information  on  pay  and  compensation  matters  for  these 
appointments  is  not  always  easily  shared  between  the  PCO  and  the 
Treasury  Board.  The  Treasury  Board  is,  of  course,  in  the  collective¬ 
bargaining  process,  responsible  for  wages  and  salaries. 

Although  the  PSC  has  delegated  extensive  staffing  authority  to 
deputy  heads,  it  has  retained  the  authority  to  make  appointments  in 
the  senior-executive  category  and  in  the  upper  levels  of  most  other 
categories. 

The  above  description  portrays  a  situation  of  complexity  if  not  con¬ 
fusion.  On  the  other  hand,  in  most  private  sector  situations  that  I  am 
aware  of,  there  is  a  single,  central  authority  who  ultimately  has 
responsibility  for  all  aspects  of  human-resources  management.  The 
head  of  human  resources  usually  will  be  responsible  for  recom¬ 
mending  policy  and  maintaining  the  integrity  of  the  human-resources 
systems.  Compensation  decisions  get  established,  along  with  organiz¬ 
ational  and  other  decisions,  at  the  time  that  the  annual  business  plan 
is  established.  The  line  officers  are  required  to  operate  within  the 
specified  budgets  and  policies  and  they  are  held  directly  accountable 
for  variances.  The  linkages  are  very  direct,  and  the  accountabilities 
are  explicit.  In  most  instances,  a  significant  percentage  of  the 
executive’s  compensation  is  directly  related  to  how  well  these  account¬ 
abilities  are  discharged.  In  the  public  sector  model,  there  is  no  one 
central  corporate  authority  under  which  can  come  all  of  these  essen¬ 
tial  elements  of  human-resource  complement  and  budgetary  matters. 

In  the  private  sector,  a  strong  CEO,  with  the  full  support  of  the 
corporate  board  of  directors,  can  define  and  initiate  human-resource 
strategies  that  get  translated  into  operational  plans  that  are  in  turn 


146 


carried  out  by  line  executives.  In  the  public  sector,  a  comparable 
model  would  have  to  include  a  triumvirate  of  the  heads  of  the  PCO,  the 
Treasury  Board,  and  the  PSC.  The  first  two  are  responsible  to  the 
Prime  Minister  and  the  Cabinet,  but  the  PSC  reports  directly  to 
Parliament.  The  equivalent  of  a  corporate  board  of  directors  in  this 
model  would  have  to  be  the  Cabinet  Committee.  Thus  it  is  difficult  to 
see,  with  this  extensive  and  diverse  government  machinery,  how  one 
could  duplicate  the  private  sector  model  in  the  public  sector. 

A  PROPOSED  SOLUTION 

If  one  accepts  the  fact  that  a  realistic  organizational  alternative  is  not 
readily  available  to  the  public  sector,  one  is  left  with  the  task  of 
identifying  improvements  that  could  be  brought  about  within  the 
existing  organizational  set-up.  I  feel  that  within  this  context,  the 
deputy  heads  could  be  made  more  directly  responsible  and  account¬ 
able  for  the  efficient  and  effective  management  of  their  respective 
departments.  Mandates  and  expected  annual  results  would  have  to  be 
clearly  delineated.  Resource  requirements  would  need  to  be  explicitly 
budgeted.  Financial  incentives  could  be  provided  to  deputy  heads  who 
achieved  their  mandates  and  whose  results  utilized  less  resources 
than  were  budgeted.  Existing  resource  allocations  could  be  used  as 
the  benchmarks  against  which  economies  could  be  measured.  In  the 
private  sector  this  concept  is  know  as  gains  sharing.9  It  has  a  long  and 
successful  history  and  it  is  applicable  to  nonprofit  units  that  are 
managed  on  the  basis  of  expense  controls. 

This  approach  could  be  kept  simple  without  extensive  regulations 
or  detailed  procedures.  One  could  start  with  the  deputy  heads,  and 
then  let  them  organize  their  own  senior  people  in  terms  of  devising 
realistic  operating  plans  to  achieve  gains.  The  deputy  heads  could 
also  be  the  ones  to  define  the  rates  at  which  they  wish  to  proceed, 
provided  that  they  were  held  accountable  for  the  results.  Those  that 
are  successful  should  be  financially  rewarded.  Those  that  fail  could  be 
easily  replaced,  since  all  deputy  heads  serve  at  the  pleasure  of  the 
Prime  Minister. 

Such  a  scheme  would,  I  believe,  dramatically  alter  the  'upward 
pressures  on  classification  and  the  top  heavy  organizations’  referred  to 
by  the  Auditor  General.  It  would  also  start  to  redress  the  problems  of 
salary  compression  and  inversion  at  the  top  ends  of  the  public  service. 
Further,  it  has  the  virtue  of  better  utilizing  the  existing  human- 
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resource  systems  within  the  public  sector  and  enabling  management 
to  proceed  at  a  pace  that  can  be  absorbed  by  the  system. 

Most  important  of  all,  such  a  scheme  would  slowly  but  steadily  start 
to  better  align  the  incentives  in  the  system  to  reinforce  the  broader 
objectives  of  efficiency  and  economy  that  the  general  taxpayer  so 
desperately  needs.  Little  successes  could  be  built  upon  little  suc¬ 
cesses.  It  is  unlikely  that  the  system  could  afford  a  massive  overhaul 
that  ended  in  failure.  The  above  approach  strives  to  avoid  this 
possibility:  the  proposal  is  not  dramatic,  but  it  rests  on  tried  and  true 
private  sector  principles. 

CONCLUSIONS 

I  began  this  paper  by  focusing  on  the  relativity  of  public  sector  and 
private  sector  compensation.  Examination  of  the  evidence  accumu¬ 
lated  by  the  many  people  who  have  examined  this  question  has  led  me 
to  believe  that  public  sector  salaries  compare  very  favourably  with 
private  sector  salaries  for  comparable  jobs. 

Federal  public  sector  compensation  appears  more  favourable  than 
the  private  sector’s  in  middle-  and  lower-level  management  and 
nonmanagement  positions.  Senior-level  positions  in  the  public  sector 
initially  appeared  to  lag  behind  the  private  sector  when  viewed  at  a 
given  point  in  time.  However,  on  a  'lifetime’  or  'career’  earnings  basis 
that  incorporates  the  differential  value  of  public  sector  pensions 
relative  to  private  sector  pensions,  the  public  sector,  according  to  my 
calculations,  compares  very  favourably  with  the  private  sector. 

In  sum,  the  public  sector  compensation  issue  is,  in  my  view,  not  one 
of  individual  job,  base-rate  comparability.  The  issue  rests  with  the 
overall  organizational  structure  for  personnel  management  in  the 
public  sector  and  the  attendant  defects  inherent  in  the  system  that 
lead,  in  an  aggregate  employee-expense  sense,  to  questions  of 
whether  or  not  taxpayers  are  getting  value  for  their  money  in  this 
area. 

The  solution,  in  my  opinion,  does  not  rest  with  an  extensive  reor¬ 
ganization  of  the  current  system.  Small  changes  would  undoubtedly 
help,  and  they  should  be  pursued  where  possible.  The  big  payoff, 
however,  could  arise  from  altering  the  incentive  systems  at  the 
deputy-head  level.  Such  alterations  would  not  only  start  to  force  the 
existing  personnel  system  to  work  more  efficiently  and  effectively,  but 
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it  would  also  start  to  redress  the  salary  anomalies  present  in  the 

current  system. 

NOTES 

1  Gunderson  (1984)  provides  a  much  fuller  discussion  on  the  whole 
subject  of  nonpecuniary  differences  between  the  public  and  private 
sector.  Gunderson’s  review  of  the  evidence  leads  him  to  this  con¬ 
clusion  on  the  overall  direction  of  the  bias  (see  p.  16). 

2  A  fuller  description  of  the  Hay  methodology  can  be  found  in  Van 
Horn  (1972). 

3  See,  for  example,  Van  Horn  (1972). 

4  See  Gunderson  (1984)  for  additional  evidence  on  compensation 
comparisons  between  the  private  and  public  sectors. 

5  See  Glassco  et  al.  (1962,  p.  410),  Lalonde  (1984),  and  D’Avignon, 
Brittain,  and  Davidge  (1979)  for  various  comparative  statements  on 
the  objectives  of  government  compensation  policy. 

6  As  reported  in  Finkelman  and  Goldenberg  (1983,  Volume  2,  p.  373). 

7  See  Daniel  and  Robinson  (1980b)  for  a  fuller  discussion  of 
comparative  employment  growth  between  the  public  and  private 
sectors. 

8  See  Auditor  General  (1984,  8-19)  for  a  more  complete  discussion  of 
this  issue. 

9  See  Miller  (1984,  pp.  91-4)  for  a  discussion  of  various  gains-sharing 
models  used  in  industry. 
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Discussion 


QUESTION:  Peter  Kirkham’s  solution  of  using  deputy  ministers  is 
certainly  an  attractive  one.  I  am  just  wondering  whether  it  is  based 
on  the  premise  that  a  deputy  minister’s  job  is  more  or  less  analogous  to 
a  chief  executive  officer’s  in  the  private  sector.  There  are  substantial 
differences.  First,  there  are  many  concerns  other  than  profitability  for 
deputies  to  consider:  the  citizen  input,  the  financial,  and  other  factors. 
Second,  as  you  stated,  rather  than  a  somewhat  benign,  or  at  least 
almost  totally  supportive  board  of  directors,  you  have  a  Cabinet  which 
by  definition  is  a  highly  politicized  group  of  people  who  approach  a 
particular  problem  with  a  political  bias  of  their  own.  On  a  closer 
examination,  I  don’t  think  the  deputy’s  position  is  comparable. 

PETER  KIRKHAM:  Yes,  I  would  not  look  on  a  deputy  minister  as  being  a 
CEO.  I  think  that  the  best  comparison  in  the  private  sector  is  perhaps 
a  chief  operating  officer,  certainly  not  a  CEO.  I  do  not  see  a  cabinet 
committee  as  being  a  viable  substitute  for  a  corporate  board.  That’s 
what  led  me  away  from  looking  for  an  exact  replica  of  the  private 
sector  solution,  and  that’s  what  led  me  to  say  that  what  we  have  to  do 
is  institute  more  accountability  within  the  existing  organizational 
structure,  because  I  think  the  differences  between  the  organizational 
structure  are  so  profound  that  you  can’t  look  for  an  organizational 
replica.  You’ve  got  to  find  your  solution  elsewhere. 

CECILY  WATSON  (Ontario  Institute  for  Studies  in  Education):  I  would 
like  to  ask  about  a  factor  which  you  haven’t  mentioned  -  age.  It  is 
possibly  incorrect,  but  a  layman’s  view  is  that  there  is  greater 
employment  stability  in  the  public  sector  than  in  the  private  sector, 
and  we  have  observed  this  phenomenon  where  a  job  is  reclassified 
upwards  when  the  limits  of  promotion  have  been  reached  in  the 
existing  classification.  If  you  have  this  employment  stability  in  the 
public  sector  as  your  employees  age,  there  is  going  to  be  this  pressure 
to  reclassify  the  job  upwards  to  provide  for  promotion  which  is  a 
reward  for  employment  stability. 

PETER  KIRKHAM:  I  guess  I  come  at  compensation  from  the  point  of 
view  that  you  pay  for  the  job.  I  know  that  there  are  some  organ¬ 
izations  and  some  arrangements  where  you  pay  for  the  individual 
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because  of  their  qualifications,  but  certainly  in  the  private  sector,  for 
the  most  part,  the  size  of  the  job  determines  the  pay.  Now,  if  you  have 
got  into  a  situation  where  you  have  very  stable  employment  and  very 
limited  entry  into  the  workforce  and  you  are  looking  at  a  career  for  all 
of  your  people,  you  just  don’t  raise  the  classification  of  a  job.  You  re¬ 
structure  the  work  so  that  in  fact  you  make  the  job  bigger  and  you  still 
pay  for  the  contents  of  the  job;  and  if  a  person,  as  he  becomes  more 
senior,  is  able  to  occupy  that  bigger  job,  then  he  gets  more  com¬ 
pensation  in  that  context.  But  I  would  not,  from  a  private  sector  point 
of  view,  undermine  the  job  structure  and  compensation  system. 

JOHN  CRISPO:  I  suspect  there’s  more  of  a  scam  than  a  scandal  going  on 
at  the  senior  levels  of  the  Canadian  public  service  than  you  allow,  and 
being  a  refugee  from  that  sector,  I  think  you  are  being  very  diplomatic 
and  polite.  I  think  the  combination  of  this  indexed  pension  plan  and 
the  early  retirement  and  the  other  gimmicks  they  have  worked  in  - 
and  most  of  them  they  drew  up  themselves  and  got  the  cabinet  to  pass 
-  really  is  a  scam,  and  a  scandal.  You  always  talk  and  public  servants 
always  talk  about  retention  and  recruitment.  Another  way  of  looking 
at  the  degree  of  the  scam  and  the  scandal  is  to  ask  'how  many  of  them 
ever  leave  for  greener  pastures?’  I  doubt  that  many  at  senior  levels 
leave,  and  I  think  there’s  a  very  simple  explanation  for  that:  there 
ain’t  no  greener  pastures  for  most  of  them. 

PETER  KIRKHAM:  I  think  that’s  exactly  the  scenario  I  was  painting. 
They  have  the  opportunity  to  retire  at  age  55.  If  they  have  been  a 
career  civil  servant,  if  they’ve  built  up  basically  35  years  of  service, 
they’ve  got  a  70  per  cent  pension.  If  they  are  deputy  ministers  they 
would  certainly  be  getting  $60,000.  Basically,  they  can  get  out  at  age 
55,  roll  that  money  over  into  a  completely  tax-protected  RRSP,  and  get 
into  another  activity  in  the  private  sector. 

If  you  take  that  up  to  a  sum  of,  say,  $350,000  at  age  60,  and  then 
discount  that  back  to  age  45  and  find  out,  if  a  civil  servant  had  gone  to 
the  private  sector  at  age  45,  what  increment  of  salary  he  would  have 
had  to  earn  to  have  the  equivalent  of  that  sum  of  money  at  age  60,  that 
increment  is  probably  very  representative  of  the  differential  that  you 
now  see  in  terms  of  deputy  ministers’  salaries  versus  their  counter¬ 
parts  in  the  private  sector. 
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JOHN  CRISPO:  Not  when  you  think  of  them  as  chief  operating  officers 
and  not  chief  executive  officers,  which  you  yourself  said  was  the 
appropriate  analogy. 

PETER  KIRKHAM:  I  said  the  most  I  think  that  anybody  could  describe 
them  being  is  chief  operating  officers,  but  the  way  job  composition  has 
changed  from  the  1950s  to  the  1980s  only  underscores  the  point  that 
it’s  very,  very  difficult  to  size  those  jobs. 
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Dispute  resolution  in  the  Ontario 
public  sector:  what's  so  wrong 
about  the  right  to  strike? 

Gene  Swimmer  with  the  assistance  of  Allan  MacDonald 


The  most  controversial  aspect  of  public  sector  industrial-relations 
policy  is  undoubtedly  the  dispute-resolution  procedure.  Over  the  past 
twenty  years,  Ontario  legislation  (and  that  of  virtually  all  Canadian 
jurisdictions)  has  been  predicated  on  the  assumption  that  unions  are 
entitled  to  have  bargaining  impasses  resolved  by  the  threat  or  use  of 
strikes  or  unbiased  third-party  arbitration  if  the  strike  right  has  been 
denied.  Before  1982  this  general  philosophy  had  never  been  ques¬ 
tioned,  although  there  was  less  than  a  clear  consensus  about  which 
groups  should  be  assigned  interest  arbitration  in  lieu  of  the  right  to 
strike.  However,  the  Ontario  government’s  public  sector  restraint 
legislation  (Bill  179  and  subsequently  Bill  111),  suggests  that  even 
this  basic  entitlement  is  under  attack. 

The  purpose  of  this  paper  is  twofold.  First,  dispute-resolution  policy 
in  Ontario  prior  to  and  following  the  Inflation  Restraint  Act  will  be 
examined.  The  theoretical  justifications  for  denying  the  strike  right 
to  certain  groups  will  be  compared  with  the  actual  situation  in  Onta¬ 
rio.  The  costs  and  benefits  of  arbitration  to  the  parties  and  the  public 
will  also  be  elaborated. 

Gene  Swimmer  is  an  Associate  Professor  of  the  School  of  Public  Administration, 
Carleton  University,  Ottawa. 

Allan  MacDonald  is  a  graduate  student  at  the  Institute  of  Canadian  Studies,  Carleton 
University. 

Dr.  Swimmer  wishes  to  acknowledge  the  financial  assistance  of  the  Ontario  Economic 
Council  in  the  preparation  of  this  paper.  He  would  also  like  to  thank  Allan  MacDonald 
for  indispensable  research  assistance  and  Jerry  Meadows  of  the  Ontario  Ministry  of 
Labour  for  his  help  in  providing  contract-settlement  data. 


154 


On  the  basis  of  this  evaluation,  I  will  then  propose  a  new  policy  for 
Ontario  -  a  system  that  would  bring  accountability  to  public  sector 
collective  bargaining  by  extending  the  right  to  strike. 

A  REVIEW  OF  PUBLIC  SECTOR  DISPUTE-RESOLUTION  POLICY  IN  ONTARIO 

Numerous  justifications  for  denying  the  strike  right  to  public  em¬ 
ployees  have  been  voiced  by  politicians,  the  media,  and  industrial- 
relations  analysts,  though  most  are  without  merit.  One  common 
argument  is  that  public-sector  strikes  become  political  and  not  econo¬ 
mic  disputes,  and  that  politicians  may  give  in  too  quickly  to  union 
demands  in  response  to  a  populace  more  concerned  about  ending  a 
strike  than  the  tax  ramifications  of  higher  wages  (see  Christensen 
1980  and  Courchene  1977).  Though  the  political  dimension  dis¬ 
tinguishes  public  sector  bargaining  from  its  private  sector  counter¬ 
part,  that  does  not  set  it  apart  from  other  economic  relations  of  public 
entities  with  interest  groups.  Governments  bargain  with  corporations 
all  the  time,  be  it  about  the  cost  of  goods  and  services  supplied, 
adherence  to  regulatory  standards,  plant  location,  etc.  Corporations 
routinely  threaten  governments  with  the  use  of  sanctions  that  are 
political  as  well  as  economic.  Since  no  public-choice  advocates  are 
proposing  limitations  on  relocating  capital  (the  corporate  equivalent 
of  withdrawing  services)  for  firms  that  interact  with  governments,  the 
same  entitlements  should  apply  to  workers.  Governments  will  ulti¬ 
mately  be  held  accountable  by  the  voters  for  their  economic  relations 
with  all  groups. 

A  related  argument  for  denying  the  right  to  strike  to  public  em¬ 
ployees  is  that,  unlike  the  private  sector  where  a  strike  penalizes  the 
parties  themselves,  public  sector  strikes  hurt  third  parties.  However, 
as  Weiler  (1980)  points  out: 

the  general  public  is  not  an  innocent,  uninvolved  bystander  in 
the  dispute  between  the  government  employer  and  its  union. 

The  public  is  the  employer  -  to  an  even  greater  extent  than  are 
the  shareholders  of  private  corporate  employers.  It  is  the 
interests  of  the  public  that  are  being  advanced  at  the  other 
side  of  the  table,  either  as  the  consumers  of  the  services  who 
want  to  maximize  employee  production,  or  as  taxpayers  who 
want  to  minimize  labour  cost.  (p.  239) 
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When  viewed  in  this  light  it  is  hardly  surprising  that  Gallup  polls 
find  that  the  overwhelming  majority  of  the  public  (73  per  cent  in  1981) 
would  not  permit  public-employee  strikes.  No  doubt  most  members 
of  the  public  would  also  be  against  raising  their  own  taxes. 

The  most  legitimate  justification  for  denying  the  strike  right 
centres  on  essentiality.  Some  government  employees  are  the  sole  pro¬ 
viders  of  services  that  are  necessary  for  the  well-being  of  the  public. 
Because  the  denial  of  these  services  would  cause  irreparable  damage 
to  society,  it  is  argued  that  public  employees  must  be  prohibited  from 
organizing  work  stoppages.  Where  to  draw  the  line  between  necessity 
and  convenience  is  always  difficult,  but  Adams  (1981,  139-40)  pro¬ 
vides  a  reasonable  ranking  of  essentiality:  (1)  police  and  firefighters; 
(2)  hospitals;  (3)  utilities;  (4)  transportation;  (5)  municipal  services;  (6) 
civil  rights;  and  (7)  education. 

Table  1  summarizes  the  existing  dispute-resolution  policies  for 
various  public  sector  groupings  in  Ontario.  Although  this  point  is  not 
listed,  all  legislation  provides  for  conciliation  and/or  mediation  before 
the  use  of  sanctions  or  interest  arbitration.2  In  all  regimes  that  allow 
strikes  and/or  lockouts,  the  parties  can  voluntarily  agree  to  resolve 
disputes  by  interest  arbitration  on  an  ad  hoc  or  permanent  basis. 
Some  groups,  such  as  interns  and  residents,  have  agreed  with  their 
employer  to  do  just  that  (see  Wodinsky,  Nurse,  and  Deber  1982). 

Issues  concerning  equity  and  essentiality 

It  is  evident,  when  comparing  Table  1  with  Adams’  ranking,  that  both 
high-priority  (police,  fire,  and  health)  and  low-priority  employees 
have  been  assigned  arbitration.  The  essentiality  criterion  completely 
fails  to  explain  the  arbitration  requirement  of  provincial  civil  ser¬ 
vants  and  Crown  employees.  The  absence  of  horizontal  equity  is  also 
apparent.  Just  as  we  believe  that  people  earning  similar  incomes 
should  pay  similar  taxes,  employees  doing  similar  jobs  in  similar  work 
environments  ought  to  have  their  collective-bargaining  process  regu¬ 
lated  in  a  similar  way.  Yet  retail  employees  who  sell  beer  can  strike 
but  employees  selling  liquor  cannot.  Outside  workers  who  repair  city 
streets  can  strike  but  workers  who  repair  provincial  roads  must  settle 
for  arbitration.  Cafeteria  and  maintenance  workers  in  educational 
institutions  can  strike,  but  not  in  hospitals.  Clerical  employees  can 
strike  if  they  work  for  a  municipality  but  not  if  they  work  at  Queen’s 
Park.  The  invidious  comparisons  go  on  and  on.  It  is  no  wonder  that 
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TABLE  1 

Summary  of  dispute-resolution  procedures  for  public  employees 
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the  unions  involved  -  principally,  the  Ontario  Public  Service  Em¬ 
ployees  Union  (OPSEU)  and  the  Canadian  Union  of  Public  Employees 
(CUPE)  -  view  the  current  system  with  such  scorn. 

The  inconsistency  within  the  health  sector  is  also  dramatic.  Are 
ambulance  drivers  less  essential  if  they  work  for  a  private  firm 
instead  of  the  Ministry  of  Health7  Only  the  former  group  is  permitted 
to  strike.  Are  nurses  more  essential  than  interns,  residents,  and 
doctors?  Only  nurses  have  been  denied  the  right  to  withdraw  their 
services  by  legislation.  And  why  are  nonprofessional  health  employ¬ 
ees  implicitly  deemed  essential?  With  due  respect  to  the  vital  role  of 
these  workers  in  a  hospital,  no  patient’s  life  would  be  endangered  if 
these  workers  engaged  in  a  strike.  No  doubt  some  patients  would  be 
inconvenienced;  others  would  be  sent  home  or  not  admitted.  Hospital 
administrators  might  be  required  to  do  their  employees’  work  them¬ 
selves  and/or  purchase  temporary  food  and  laundry  services,  but  the 
substitutes  do  exist.3  Inconvenience  and  the  imposition  of  economic 
costs  are  what  strikes  are  all  about. 

On  the  other  hand,  while  work  stoppages  by  hydro  workers  in 
winter  or  by  sanitation  workers  in  summer  could  conceivably  en¬ 
danger  public  safety,  these  sectors  do  have  the  strike  right.  The 
government  could  always  legislate  these  groups  back  to  work,  but  if 
the  two  most  recent  examples  (i.e.,  of  reactions  to  the  strikes  of  Metro 
transit  workers  and  college  teachers)  are  indicative,  special  govern¬ 
ment  legislation  has  more  to  do  with  politics  than  essentiality. 

Looking  at  the  existing  structure  purely  in  industrial-relations 
terms,  one  would  have  to  agree  with  Adams’  (1981,  170)  assertion  that 
'logical  explanations  [of  the  policy]  are  difficult  to  come  by’. 

Regulatory  protectionism 

From  a  public-administration  perspective,  interest  arbitration  is  a 
form  of  'regulatory  protectionism’  that  can  shield  governments  from 
political  accountability.  As  arbitration  protects  the  public  interest 
from  a  strike,  it  simultaneously  protects  the  government  from  any  re¬ 
sponsibility  for  a  strike.  Likewise,  when  a  contract  impasse  is  settled 
by  arbitration,  the  public  authority  is  completely  relieved  of  account¬ 
ability  for  the  bargaining  results.  Large  wage  settlements  that  could 
conceivably  lead  to  higher  taxes  must  still  be  paid  because  an  un¬ 
biased  third-party  'wise  man’  has  so  ordained  (see  Horton  1975  and 
Feuille  1979).  If  arbitration  imparts  a  downward  bias  to  settlements 
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(as  some  people  believe),  so  much  the  better.  Thus,  Ontario’s  policy 
can  perhaps  be  understood  as  a  mixture  of  essentiality  (for  police  and 
firefighters)  and  invisibility  (for  hospitals  and  Crown  employees).  The 
province  pays  100  per  cent  of  the  budget  of  their  own  employees  and 
90  per  cent  of  hospital  budgets,  compared  to  33  per  cent  of  municipal 
and  49  per  cent  of  school-board  budgets.  As  the  former  two  juris¬ 
dictions  are  most  likely  to  be  viewed  as  the  province’s  direct 
responsibility,  the  shelter  of  arbitration  would  be  most  tempting  for 
these  two  sectors.4  In  this  regard,  it  is  revealing  to  look  at  the  report 
of  the  royal  commission  appointed  to  investigate  the  Trenton  Hospital 
strike,  the  work  stoppage  that  supposedly  led  to  imposed  arbitration 
in  the  Ontario  Hospital  Disputes  Act.  The  commission  stated: 

Nor  is  there  evidence  that  the  public  interest  in  Ontario  is  in 
danger  because  of  the  failure  of  labour  and  management  to 
sign  collective  agreements  at  hospitals  there  having  been  only 
two  strikes  in  the  last  fifteen  years.  Neither  strike  affected 
patient  care.  (Ontario  1964,  53) 

They  went  on  to  recommend  a  continuation  of  the  existing  strike- 
based  system  with  the  proviso  that  arbitration  could  be  invoked  on  an 
ad  hoc  basis  when  an  emergency  arose  (ibid.,  50-1). 

The  government  has  further  shielded  itself  from  the  bargaining 
process  through  decentralizing  the  structure  of  locally  elected  hospital 
and  school  boards.  Although  the  province  pays  most  or  all  of  the  bills, 
it  is  never  present  at  the  bargaining  table  and  is  not  legally  the 
employer  (see  Table  1). 

Government  policy  as  embodied  in  the  Public  Sector  Restraint  Acts 
(Bill  179  and  Bill  111)  can  also  be  viewed  in  this  context  of  regulatory 
protectionism.  However,  although  arbitration  removed  the  possibility 
of  politically  embarrassing  strikes  and  accountability  for  large  wage 
increases,  it  turned  out  to  be  expensive.  Auld  and  Wilton  (1981,  11) 
found  that  between  1966  and  1975,  annual  health  and  provincial- 
government  base-rate  increases  for  collective  agreements  that  did  not 
include  a  cost-of-living  adjustment  (COLA)  clause  were  13.6  per  cent 
and  10.8  per  cent  respectively,  compared  to  10.2  per  cent  and  10.1  per 
cent  for  the  education  and  local-government  sectors.5  In  the  period 
following  that  covered  by  the  Anti-Inflation  Board’s  (MB’s)  restraint 
programs  (from  the  first  quarter  of  1979  to  the  third  quarter  of  1983), 
these  settlements  averaged  13.0  per  cent  for  health  and  11.1  per  cent 
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for  provincial  employees  compared  to  9.9  per  cent  and  10.4  per  cent  for 
education  and  local  government  (see  the  paper  by  Auld  and  Wilton  in 
this  volume).  The  reason  for  these  relatively  high  settlements  was 
due  in  part  to  interest  arbitrators’  rejection  of  'ability  to  pay’  as  an 
acceptable  criterion  for  the  public  sector. 

Wage  and  other  controls 

During  this  same  post-AIB  period,  popular  sentiment  turned  away 
from  unions  generally  and  public-employee  unions  specifically.  A 
leaked  1982  Goldfarb  Poll  summed  up  this  view:  'There  was  a  desire 
to  see  some  measure  of  punishment  for  this  elite  group  of  employees 
who  were  insulated  from  the  hard  economic  realities’  (see  Hansard 
1982,  19293).  The  popularity  of  the  federal  government’s  'Six  and 
Five’  program  which  began  in  June  1982  provided  all  provincial 
governments  with  proof  of  the  'saleability’  of  selective  wage  controls. 
In  two  successive  restraint  acts,  Ontario  endeavoured  to  ensure  that 
the  labour-market  realities  of  the  private  sector  were  quickly 
transmitted  to  the  public  sector.  Bill  179  virtually  suspended  the 
collective-bargaining  process  by  extending  public  sector  contracts  for 
twelve  months  with  an  increase  in  compensation  equal  to  five  per  cent 
(some  transitional  groups  were  allowed  nine  per  cent  and  five  per  cent 
over  twenty-four  months).  Bill  111  restored  collective  bargaining  to 
public  employees  but  stated  that  the  guideline  for  compensation 
increases  should  be  zero  to  five  per  cent.  To  add  teeth  to  this 
guideline,  the  province  would  limit  transfer  payments  to  public 
jurisdictions  to  five  per  cent  above  the  previous  year’s  compensation 
base.  In  addition,  arbitrators  would  be  required  to  evaluate  the  cost  of 
the  parties’  proposals  and  consider  'ability  to  pay  in  the  light  of 
provincial  restraint’  when  making  their  awards. 

This  restraint  legislation  represents  an  admission  by  the  govern¬ 
ment  of  two  things.  First,  the  province  could  not  simply  bargain  hard 
with  public  employees  to  bring  settlements  down,  because  most  of 
these  employees  did  not  work  for  them.  Second,  the  government 
believed  that  neither  the  bargaining  outcomes  generated  by  the  strike 
right  nor  those  generated  by  arbitration  were  acceptable.  It  is  ironic 
that  the  decentralized  bargaining  structure  and  interest  arbitration 
which  I  believe  were  originally  viewed  as  the  solution  were  now 
viewed  as  the  problem.  Panitch  and  Swartz  (1984)  argue  that  this 
policy  shift  is  a  move  towards  greater  state  coercion.  Alternatively, 
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the  policy  can  be  characterized  as  a  change  from  the  innocent  'ghost  at 
the  bargaining  table’  to  the  'knight  in  shining  armour’  who  will 
protect  the  public  purse. 

The  college  teachers’  dispute  provides  the  most  recent  example  of 
the  government’s  disdain  for  both  strike  and  arbitration.  The  college 
teachers  were  not  only  legislated  back  to  work,  but  the  major  issue  in 
the  dispute  -  workload  -  was  excluded  from  the  issues  that  would  be 
resolved  by  an  arbitration  award.6 

As  Auld  and  Wilton  indicate  elsewhere  in  this  volume,  the  average 
effect  of  the  restraint  programs  has  been  small.  Bill  179  mandated  a 
five-per-cent  increase,  yet  Bill  Ill’s  five  per  cent  guideline  appears  to 
be  as  much  a  floor  as  a  ceiling.  In  retrospect,  however,  annual  increas¬ 
es  of  five  per  cent  for  the  previous  two  years  would  have  been  the  envy 
of  many  private  sector  groups. 

Ability  to  pay 

The  issue  of  'ability  to  pay’  deserves  special  attention.  Historically, 
arbitrators,  government  commissions,  and  economists  have  rejected 
this  criterion  for  public  sector  employers.  The  Johnston  Commission 
on  hospital  disputes  stated: 

In  our  view,  'government  guidelines’  or  'ability  to  pay’  have  no 
place  as  criteria  for  settling  hospital  compensation  .... 

We  do  not  deny  that  public  hospital  expenditures  in  Ontario 
are  subject  to  some  upper  limit.  Furthermore,  it  is  quite 
appropriate  for  the  Ministry  of  Health  to  inform  hospitals  and 
their  contract  negotiators  of  estimated  total  government 
expenditures  on  public  hospitals.  However,  such  estimates 
should  not  be  made  public,  should  not  be  admissible  as 
evidence  to  any  arbitration  tribunal  and  in  no  way  should 
influence  any  settlement  made  by  such  a  tribunal.  As  long  as 
employees  have  no  access  to  the  strike  weapon  to  'test’  ability 
to  pay  pressures,  ceilings  should  not  be  imposed  on  them. 
(Ontario  1974,  34-5) 

Similarly,  Gunderson  (1983,  1)  argues: 

arbitrators  should  not  require  employees  to  subsidize  (and 
thereby  encourage)  employers  that  have  a  low  ability  to  pay 
because  of  mismanagement  or  because  the  service  requires  a 
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subsidy  to  exist.  The  rationale  for  a  subsidy  is  a  separate 
issue;  if  merited,  it  should  come  from  public  funds,  not  from 
specific  employees. 

The  ability-to-pay  doctrine  still  has  substantial  public  and  media 
appeal.  It  was  no  doubt  felt  that  by  limiting  transfers  to  formal  em¬ 
ployers,  the  provincial  government  could  reduce  these  employers’ 
ability  to  pay  and  arbitrators  would  be  obliged  to  award  settlements  at 
or  below  five  per  cent.  Nonetheless,  it  appears  that  after  paying  'lip 
service’  to  ability-to-pay,  arbitrators  are  making  whatever  decisions 
they  see  fit.  It  is  important  to  see  through  the  veneer  of  ability-to- 
pay  as  outlined  in  Bill  111.  The  ability  of  Ontario  citizens  to  pay  was 
never  addressed.  As  Table  2  illustrates,  Ontario  ranks  near  the 
bottom  in  terms  of  the  proportion  of  gross  domestic  product  (GDP)  being 
devoted  to  the  public  sector.  In  1982  Ontario  spent  five  per  cent  of  GDP 
on  health,  which  was  the  lowest  amount  of  all  ten  provinces  and  1.7 
percentage  points  below  the  average.  Similarly,  the  province  spent 
2.5  per  cent  of  GDP  on  social  services  (ranking  ninth  and  1.1 
percentage  points  below  average)  and  3.4  per  cent  on  education  (tied 
for  eighth  rank  and  2.7  percentage  points  below  average).  Ontario  is 
able  to  pay  reasonable  public  sector  wages,  though  perhaps  it  is 
unwilling  to  do  so. 

Problems  with  arbitration 

Now,  as  the  restraint  program  hopefully  is  winding  down,  it  is 
appropriate  to  re-examine  dispute-resolution  policy.  In  addition,  a 
decision  by  the  Supreme  Court  of  Ontario  regarding  the  constitution¬ 
ality  of  Bill  179  suggests  that  permanent  (as  opposed  to  temporary) 
denial  of  the  right  to  strike  violates  the  freedom  of  association  guaran¬ 
teed  by  the  Charter  of  Rights.8  Thus,  it  is  possible  that  the  govern¬ 
ment  will  be  forced  to  either  change  the  requirements  for  interest 
arbitration  (for  at  least  nonessential  employees)  or  opt  out  of  the 
Charter  of  Rights. 

A  good  dispute-resolution  procedure  is  one  that  is  rarely  used. 
Ideally,  the  process  is  sufficiently  costly  and  uncertain  that  the  parties 
prefer  making  bargaining  concessions  to  actually  invoking  it.  As  a 
result,  negotiations  are  resolved  by  the  parties  themselves.  The  major 
advantage  of  a  strike-based  system  is  that  the  threats  of  instituting 
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TABLE  2 


Total  public  sector  service  provincial-government  expenditures  as  a  percentage  of 
provincial  gross  domestic  product,  1 982 


Province 

Health 

Social  services 

Education 

Newfoundland 

8.7% 

4.3% 

10.3% 

P.E.I. 

8.1 

5.1 

10.1 

Nova  Scotia 

7.6 

3.3 

7.9 

New  Brunswick 

8.3 

4.5 

8.7 

Quebec 

6.4 

5.7 

7.5 

Ontario 

5.0 

2.5 

3.4 

Manitoba 

6.6 

3.0 

4.0 

Saskatchewan 

5.3 

2.7 

3.4 

Alberta 

5.1 

1.9 

3.4 

B.C. 

5.8 

3.2 

2.6 

Average 

6.7 

3.6 

6.1 

SOURCES: 

Provincial  GDP:  Statistics  Canada  (1984a). 
Provincial  expenditures:  Statistics  Canada  (1984b). 


and/or  withstanding  a  work  stoppage  are  usually  sufficient  to  obtain 
agreement. 

Many  industrial-relations  practitioners  argue  that  arbitration  is 
not  sufficiently  unpalatable  to  generate  movement  towards  agree¬ 
ment.9  Further,  if  the  parties  expect  the  arbitrator  to  compromise 
between  their  final  positions,  there  is  a  strong  incentive  not  to  com¬ 
promise  during  negotiations  (referred  to  as  the  'chilling  effect’  of 
arbitration).  A  related  hypothesis  is  that  the  parties  become  depend¬ 
ent  on  arbitration  over  time.  Union  and  management  negotiators  are 
content  to  let  the  arbitrator  make  the  award  rather  than  be  seen  by 
their  respective  constituencies  as  having  made  concessions  them¬ 
selves.  (This  latter  phenomenon  is  referred  to  as  the  'narcotic’  effect.) 
For  both  reasons,  the  likelihood  of  negotiations  hitting  an  impasse  is 
expected  to  be  higher  under  arbitration  than  under  strike.  The  num¬ 
ber  of  issues  determined  by  an  outsider  as  opposed  to  the  parties  who 
must  live  with  the  settlement  will  also  be  larger  under  arbitration. 

Tables  3  and  4  summarize  the  frequency  of  impasses  for  public- 
employee  bargaining  units  of  200  or  more  employees  during  the 
intercontrol  period  (between  the  AIB  and  Bill  179)  for  groups  nego¬ 
tiating  under  the  strike  and  arbitration  regimes  respectively.10 
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TABLE  3 

Frequency  of  impasses  for  Ontario  public  sector  bargaining  where  legislation  allows 
work  stoppages,  January  1979  to  September  1982 


Sector 

Work  stoppages 

Contracts'2 

Number 

Employees 

Number 

Employees 

Education 

20 

9,966 

4506 

273, 7336 

(4.4%)c 

(3.6%)r 

Local  administration 

16 

13,799 

122 

78,287 

except  fire  and  police 

(13.1) 

(17.6) 

Electric-power  utilities 

3 

863 

19 

51,706 

(15.8) 

(1.7) 

Urban-transit  systems 

3 

2,049 

20 

21,422 

(15.0) 

(9.6) 

TOTAL 

42 

26,657 

61 16 

425, 1486 

(6.9) 

(6.3) 

a  Contracts  covering  20-plusemployees. 

b  Excludes  13  contracts,  covering  12,656  employees,  settled  by  arbitration, 
c  Percentage  of  total  contracts  or  percentage  of  total  employees  covered. 
SOURCE:  Unpublished  data  from  Ontario  Ministry  of  Labour. 


TABLE  4 

Frequency  of  impasses  for  Ontario  public  sector  bargaining  where  legislation  requires 
arbitration,  January  1979  to  September  1982 


Arbitration  awards  Contracts12 


Sector 

Number 

Employees 

Number 

Employees 

Hospitals  and 
nursing  homes 

245b 
(43.3%  )c 

98,844 
(65.2%  f 

566b 

151,695 

Provincial  Crown  employees 

9 

(22.5) 

38,915 

(17.6) 

40 

220,660 

Police'*  and  firefighters 

29 

(32.2) 

21,162 

(36.8) 

90 

57,444 

TOTAL 

283 

(40.7) 

158,921 

(37.0) 

696 

429,799 

a  Contracts  covering  200-plus  employees. 

b  Five  arbitration  awards  covering  421  hospital  bargaining  units  have  been  counted 
as  five  contracts. 

c  Percentage  of  total  contracts  or  percentage  of  total  employees  covered. 
d  Ontario  Provincial  Police  and  prison  guards  are  included  under  Crown  employees. 
SOURCE:  Unpublished  data  from  Ontario  Ministry  of  Labour. 
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Overall,  93  per  cent  of  the  contracts  (covering  94  per  cent  of  em¬ 
ployees)  were  settled  without  resort  to  a  work  stoppage  under  the 
strike-based  system.  In  contrast,  only  59  per  cent  of  the  major  con¬ 
tracts  (covering  63  per  cent  of  employees)  were  settled  by  the  parties 
themselves  under  arbitration.  The  strike-based  subgroup  that  was  hit 
hardest  by  impasses  was  local  administration  excepting  firefighters 
and  police.  Here,  work  stoppages  occurred  in  13  per  cent  of  negotiated 
contracts  and  involved  18  per  cent  of  the  employees.  These  figures  are 
comparable  to  the  provincial  employees  in  Table  4,  the  arbitration 
subgroup  with  the  lowest  likelihood  of  reaching  an  impasse. 

Perhaps  the  best  comparison  of  dispute  procedures  can  be  made 
between  the  local-administration  subgroup,  which  has  the  right  to 
strike,  and  firefighters  and  police,  who  do  not:  their  employers  are  the 
same,  but  their  unions  are  different.  Impasses  are  more  than  twice  as 
frequent  under  arbitration  than  under  the  strike-based  system  (32  per 
cent  of  contracts  covering  37  per  cent  of  employees,  as  shown  in  Table 
4,  compared  to  13  per  cent  of  contracts  covering  18  per  cent  of  employ¬ 
ees,  as  shown  in  Table  3).  Though  these  results  must  be  viewed 
cautiously  as  no  other  control  variables  were  included  (see  Anderson 
1981a),  the  negative  effect  of  third-party-imposed  settlements,  as 
opposed  to  negotiated  settlements,  cannot  be  denied.  Yet  even  if  the 
frequency  of  impasse  were  similar,  there  still  would  be  cause  for 
concern  about  agreements  negotiated  under  arbitration:  if  the  parties 
reach  agreement  before  interest  arbitration,  the  settlement  will  not 
necessarily  mirror  the  parties’  preferences,  but  rather  the  parties’ 
expectations  of  the  arbitrator’s  preferences.  Such  an  agreement  is 
clearly  a  second-best  solution  (Gunderson  1983,  29). 

Arbitration  also  affects  industrial-relations  outcomes.  There  will 
be  fewer  work  stoppages  (that  does  not  mean  zero),  which  is,  of  course, 
the  major  rationale  of  interest  arbitration.  In  addition,  arbitration 
can  be  viewed  as  helping  the  weaker  party  in  the  bargaining  rela¬ 
tionship.  If  management  could  not  withstand  a  strike,  the  arbitrator’s 
award  likely  would  be  less  costly  than  the  wage  that  the  employer 
would  have  been  prepared  to  pay  to  avoid  the  strike.  Likewise,  if  a 
union  could  not  organize  an  effective  strike,  it  would  find  the 
arbitrator’s  award  to  be  at  least  equal  and  likely  superior  to  the 
management’s  last  offer.  This  may  help  to  explain  why  the  Ontario 
Federation  of  Labour,  generally  a  staunch  supporter  of  the  right  to 
strike,  is  in  favour  of  first-contract  interest  arbitration.  Other  pos- 
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sible  impacts  of  arbitration  on  bargaining  outputs  are  that  third 
parties  will  shy  away  from  the  work-rule  issues  and  concentrate  on 
wages  and  benefits;  that  arbitrators  will  be  conservative  and  favour 
the  status  quo;1 1  and  that  arbitrators  in  a  pursuit  of  equity  will  reduce 
the  wage  discrepancies  within  bargaining  units. 

Empirical  validation  of  this  behaviour  is  mixed.  Saunders  (1980) 
finds  that  federal  employees  choosing  arbitration  received  smaller 
wage  increases  than  those  groups  choosing  the  conciliation-strike 
route.  Perhaps  the  most  intriguing  results  come  from  Auld  et  al. 
(1981).  They  find  that  although  Canadian  public  sector  wage  settle¬ 
ments  generally  were  affected  by  the  economic  climate  (as  measured 
by  job  vacancies),  arbitration  awards  were  unrelated  to  labour-market 
developments.  Thus,  if  governments  want  the  'discipline  of  the 
marketplace’  to  affect  public  sector  wage  determination,  arbitration 
should  be  contracted  rather  than  extended. 

The  institutional  impact  of  arbitration  has  already  been  alluded  to. 
Arbitration  can  lead  to  greater  bureaucratization  of  both  unions  and 
management.  Leaders  are  insulated  from  criticism  by  the  rank  and 
file  and  taxpayers  about  the  quality  of  their  performance.  When  the 
news  is  bad,  it  can  always  be  blamed  on  the  third  party.  Similarly, 
imposed  arbitration  awards  breed  a  basic  disrespect  for  the  process.13 
For  example,  10,000  hospital  workers  went  on  strike  illegally  in  1981 
because  they  felt  that  arbitration  was  designed  by  the  Ontario 
government  'to  keep  the  financial  lid  on  a  group  of  underpaid  employ¬ 
ees’  (Deverell  1982,  180).  If  these  workers  had  been  allowed  to 
exercise  the  right  to  strike  during  the  previous  negotiation  rounds  and 
then  had  lost  (accepting  a  given  wage  offer),  they  would  have  resigned 
themselves  to  their  situation.  By  contrast,  an  arbitration  award  with 
the  same  wage  settlement  would  have  left  the  workers  feeling 
cheated.  Ironically,  the  provincial  government  exhibits  a  similar  dis¬ 
respect  of  the  system.  In  its  view,  arbitrators  are  too  generous:  Bill 
111  was  legislated  to  change  the  rules  of  the  game. 

There  are  substantial  costs  to  interest  arbitration,  although  studies 
disagree  about  their  magnitude.  The  parties  to  collective  bargaining 
clearly  view  arbitration  as  inferior  to  the  strike  right,  as  less  than  one 
per  cent  of  them  have  voluntarily  accepted  interest  arbitration 
(Gunderson  1983,  20).  With  this  in  mind,  many  industrial-relations 
specialists  have  tried  to  refine  interest  arbitration  to  reduce  its 
undesirable  side-effects  (see  Downie  1979).  Some  proposals  now  focus 
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on  making  the  process  more  'strike-like’.  For  instance,  final-offer 
selection  prohibits  the  arbitrator  from  settling  on  a  compromise  of  the 
parties’  competing  positions.  Theoretically,  then,  the  costs  of  going  to 
impasse  are  increased,  and  both  sides  should  be  more  likely  to  make 
more  concessions.  Other  proposals  concern  the  criteria  that  arbi¬ 
trators  should  use  to  make  their  awards.  Gunderson  (1983,  43-7) 
argues  that  awards  based  on  disequilibrium  quantity  measures  (such 
as  quit  rates,  applications  per  job  vacancy)  are  the  best  way  to 
approximate  labour-market  outcomes. 

The  other  school  of  thought,  to  which  I  subscribe,  argues  that 
society  would  be  better  served  by  refining  the  strike  right  and  extend¬ 
ing  it  to  all  employees,  if  possible.  I  believe  that  interest  arbitration  is 
only  viable  when  parties  voluntarily  agree  to  be  bound  by  the  process. 

A  PROPOSAL  TO  EXTEND  THE  RIGHT  TO  STRIKE  WITH  RESPONSIBILITY 

The  potential  cost  of  public-employee  strikes  has  been  greatly  exag¬ 
gerated.  The  purpose  of  a  strike  is  to  put  economic  and/or  political 
pressure  on  management  to  modify  its  position;  it  is  not  to  cause 
irreparable  damage.  In  the  private  sector,  the  steelworkers  make  sure 
that  the  blast  furnaces  are  cooled  slowly  even  if  they  call  a  strike. 
Likewise,  no  public  employee  union  is  going  to  wilfully  endanger 
public  health  and  safety.  It  is  not  a  question  of  altruism;  nothing 
could  be  worse  for  a  union’s  negotiating  strategy  than  if  it  endangers 
the  public.14 

Just  as  the  freedom  of  speech  must  be  used  responsibly,  the  right  to 
strike  (freedom  of  association)  should  be  extended  to  all  employees 
provided  that  it  is  used  responsibly.  The  remainder  of  this  paper  deals 
with  how  to  operationalize  such  a  system  drawing  on  Paul  Weiler’s 
(1980)  model  of  essential-service  disputes  regulation  as  well  as  the 
current  legislative  framework  for  Ontario  teachers  (see  Downie  1984). 

The  Public  Sector  Disputes  Commission 

I  recommend  that  the  government  set  up  a  Public  Sector  Disputes 
Commission  whose  role  would  be  to  monitor  public  sector  nego¬ 
tiations.  The  limit  of  its  jurisdiction  clearly  would  be  debatable. 
Pragmatism  argues  to  leave  well  enough  alone  in  those  public  sector 
jurisdictions  covered  by  the  Ontario  Labour  Act  (i.e.,  municipal 
government,  hydro,  and  transit  employees)  while  equity  argues  for 
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universal  public  sector  coverage.  Suffice  it  to  say  that  at  the 
minimum,  Crown  and  hospital  employees  should  be  covered. 

Like  the  Education  Relations  Commission  that  oversees  teacher 
bargaining,  the  Commission  would  be  responsible  for  making  all 
third-party  appointments.  In  addition  to  standard  mediation,  it  also 
should  be  empowered  to  appoint  factfinders  at  its  discretion.15  After 
receiving  briefs  and  meeting  with  the  parties,  the  appointed  fact¬ 
finder  would  be  called  on  to  issue  a  report  that  summarizes  the  issues 
in  dispute  along  with  his/her  recommendations  for  settling  the  issues. 
Although  not  binding  on  the  parties,  this  report,  which  would 
eventually  be  released  to  the  media,  would  serve  to  increase  the 
accountability  of  both  parties  and  recognize  'the  public’s  right  to  know 
not  only  the  substantive,  but  also  the  procedural  and  attitudinal 
issues  [that  were]  in  dispute  prior  to  the  interruption  of  normal 
services’  (Downie  1984,  393).  Following  unsuccessful  mediation  and 
factfinding  (if  applicable),  the  employee  groups  covered  would  be 
allowed  to  strike.  Nevertheless,  the  Commission  would  encourage  the 
parties  to  voluntarily  agree  to  submit  outstanding  issues  to  interest 
arbitration.  If  the  parties  agreed  to  go  to  arbitration  but  could  not 
agree  on  the  single  arbitrator  (or  chairperson  of  the  tripartite  board), 
the  Commission  would  then  make  the  appointment  and  would  pay  the 
costs  of  the  arbitration  board  member(s). 

Essential  services 

If  a  union  decided  to  initiate  a  strike  to  back  up  its  bargaining 
demands,  it  would  be  the  union’s  responsibility  to  ensure  that  the 
public’s  health  and  safety  were  maintained  despite  the  work  stoppage. 
For  some  unions  (i.e.,  provincial  civil  servants)  virtually  everyone  in 
the  bargaining  unit  could  strike,  while  for  others  (i.e.,  hospital 
workers)  most  could  strike  but  a  minority  would  have  to  remain  on  the 
job.  Rather  than  have  the  employer  or  the  Commission  designate 
essential  employees  who  could  not  strike,  this  proposal  treats  the 
union  as  the  decision  maker  in  this  instance  and  then  makes  the 
union  accountable  for  its  decision.  To  the  extent  that  unions  are  risk- 
averse,  they  will  probably  err  on  the  side  of  providing  too  much, 
instead  of  too  little,  service.17 

If  the  union  involved  could  prove  to  the  Commission’s  satisfaction 
that  the  nature  of  its  work  is  such  that  a  limited  strike  would  not  exert 
any  real  pressure  on  management  without  endangering  health  and 
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safety,  the  Commission  in  this  instance  would  be  empowered  to 
impose  interest  arbitration  on  the  parties.  Inclusion  of  police  and 
firefighters  under  the  proposed  legislation,  then,  would  not  alter  the 
existing  situation.  Both  unions  are  strongly  in  favour  of  interest 
arbitration.  Even  if  a  limited  strike  by  police  and  firefighters  were 
feasible,18  I  find  it  hard  to  believe  that  municipal  politicians  would  be 
prepared  to  risk  such  a  work  stoppage  when  arbitration  was  available. 

The  Commission  would  be  in  charge  of  monitoring  the  work 
stoppage  to  determine  whether  the  union  was  maintaining  essential 
services.  If  the  strike  placed  public  health  and  safety  in  jeopardy,  the 
Commission  could  advise  the  government  that  the  strike  should  be 
ended  by  legislation  and/or  it  could  be  empowered  to  issue  an  illegal- 
strike  order.  In  keeping  with  what  industrial-relations  theorists  refer 
to  as  an  'arsenal  of  weapons’  approach,  the  Commission  could  also 
impose  interest  arbitration,  or  a  cooling-off  period  where  negotiations 
would  resume  with  mediation,  and/or  factfinding,  which  conceivably 
could  be  followed  by  a  resumption  of  the  strike. 

The  experience  of  the  Education  Relations  Commission  (ERC)  is 
valuable  in  this  regard.  Between  1975/6  and  1981/2,  only  33  of  948 
sets  of  negotiations  (3.5  per  cent)  led  to  work  stoppages  (some  of  these 
included  work-to-rule  campaigns,  where  teachers  refused  to 
participate  in  extracurricular  activities  or  night-school  teaching;  see 
Downie  1984,  389-92).  Of  these  thirty-three  cases,  in  only  seven  did 
the  ERC  notify  the  government  of  the  danger  of  irreparable  damage 
(the  loss  of  an  entire  school  year).  Here,  five  teacher  bargaining  units 
were  legislated  back  to  work;  the  other  two  settled  before  legislation 
was  passed.  The  Commission  has  used  its  power  very  sparingly,  in  the 
sense  that  long  strikes  have  been  tolerated  (e.g.,  for  seventy-one  days 
including  work-to-rule  in  Sudbury),  and  the  government  has  not 
ended  any  strike  without  the  ERC’s  prior  notification.  The  system  is 
viewed  as  successful  by  all  parties. 

The  above  points  are  critical  to  the  success  of  the  proposed  system. 
The  Commission’s  monitoring  focus  cannot  'shift  from  the  limited, 
self-contained  notion  of  public  safety  to  the  broad  amorphous  concept 
of  public  welfare’  (Weiler  1980,  238).  In  addition,  the  government 
must  restrain  itself  from  legislating  employees  under  the  Com¬ 
mission’s  jurisdiction  back  to  work  unless  so  advised  by  the 
Commission.  In  particular,  by  no  stretch  of  imagination  could  a 
transit  strike  that  would  increase  transportation  time  to  the  Papal 
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Mass  or  a  college-teachers  strike  that  could  end  the  school  year  in  May 
rather  than  April  be  construed  as  endangering  health  and  safety  (see 
List  1984,  and  Cruickshank,  McMonagal  and  Taylor  1984). 

A  system  in  which  the  union  must  use  the  strike  weapon  respon¬ 
sibly  cannot  reasonably  allow  management  to  lock  out  employees. 
However,  if  management  did  have  that  right,  it  could  turn  a  partial 
strike  into  a  complete  strike  that  would  then  require  the  Disputes 
Commission  to  act.  Meanwhile,  employers  could  retain  their  right  to 
lay  off  employees  when  there  was  no  work,  and  so  that  they  would 
have  a  weapon  against  rotating  or  partial  strikes  that  did  not  have  an 
impact  on  public  safety.19  However,  if  employees  are  content  to 
continue  working  at  the  old  wages,  hours,  and  working  conditions 
without  any  guarantee  of  retroactivity,  the  employer  should  be  more 
than  willing  to  have  them  come  to  work.  At  the  very  least,  employers 
under  this  scenario  will  receive  interest  on  the  extra  money  not  paid 
to  workers  until  a  new  settlement  is  reached. 

The  final  aspect  of  my  proposal  would  require  the  Commission  to 
develop  a  data  bank  on  wages  and  working  conditions  for  all 
employees  under  its  jurisdiction.  Any  information  collected  should  be 
made  publicly  available.  I  believe  that  the  infrequency  of  impasses  in 
teacher  bargaining  derives  in  part  from  the  quality  of  the  data  bank 
assembled  by  the  ERC.20 

If  this  system  were  adopted,  the  government  would  no  longer  have 
to  be  concerned  about  public  employees  being  immune  to  labour- 
market  realities.  One  of  these  realities  is  that  unions  have  the  ability 
to  strike  and  employers  have  the  ability  to  withstand  the  work 
stoppage.  Having  the  right  to  strike  does  not  guarantee  strikes,  and 
striking  does  not  guarantee  winning.  Still,  a  union  that  loses  a  strike 
cannot  scapegoat  anybody,  just  as  government  officials  cannot  blame 
higher  taxes  on  arbitrators.  There  might  be  an  increase  in  strike 
activity  at  the  beginning  of  this  new  regime  as  the  parties  attempt  to 
gain  information  about  their  true  power,  but  the  increase  would  be 
short-lived.  I  would  honestly  be  surprised  if  the  average  outcomes 
would  be  all  that  different  from  today’s.  I  suspect  that  wage  increases 
would  follow  the  business  cycle  more.  Some  groups  would  do  better 
and  some  worse.  By  the  same  token,  the  public  might  learn  that 
services  provided  by  public  employees  are  being  taken  for  granted  and 
truly  are  undervalued. 
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In  conclusion,  I  must  say  that  I  am  not  a  dreamer.  I  don’t  expect  the 
government  to  take  my  advice.  However,  I  do  hope  that  this  paper 
will  stimulate  some  debate  on  the  right  to  strike  in  the  public  sector 
and  correct  some  of  the  misplaced  apprehensions  about  strikes.  If 
such  a  debate  occurs,  I  feel  assured  that  eventually  policy  makers  and 
the  public  will  understand  that  the  right  to  strike  is  indeed  the  worst 
way  to  resolve  bargaining  impasses,  except  for  all  the  others. 

NOTES 

1  The  specific  question  was:  Should  workers  be  permitted  to  strike 
in  occupations  where  the  public  is  seriously  inconvenienced  -  such 
as  the  postal  service,  airlines,  railroads,  or  the  telephone  service? 
(See  the  Canadian  Institute  of  Public  Opinion  1981.) 

2  Ontario  teacher  negotiations  must  also  proceed  through  fact¬ 
finding,  which  involves  a  third  party  who  makes  specific  recom¬ 
mendations  on  outstanding  issues.  The  recommendations  are  not 
binding  but  can  affect  public  opinion.  For  an  evaluation  of 
Ontario  factfinding,  see  Downie  (1984). 

3  During  a  strike  at  the  Vancouver  General  Hospital,  the  British 
Columbia  Labour  Board  determined  that  only  about  100  of  5,000 
members  of  the  Health  Employees  Union  provided  essential 
services  that  could  not  be  replaced  by  other  medical  personnel  (see 
Weiler  1980,  210-11). 

4  Invisibility  also  provides  a  possible  explanation  of  the  ambulance 
drivers  anomaly.  Strikes  and/or  large  settlements  by  ambulance 
employees  would  only  be  a  political  problem  if  the  drivers  were 
employed  directly  by  the  province;  therefore,  ambulance  drivers 
working  for  private  companies  can  be  permitted  to  strike. 

5  Within  the  local-government  sector,  firefighters  and  police  (both 
negotiating  under  arbitration)  received  larger  average  increases 
than  municipal  workers. 

6  The  workload  issue  will  be  studied  by  a  special  committee  re¬ 
porting  to  the  parties  and  the  government  by  30  June  1985.  The 
recommendations  will  not  be  binding  (see  Cruickshank, 
McMonagal  and  Taylor  1984). 

7  For  instance,  one  arbitrator  awarded  Ontario  jail  guards  a  7.5  per 
cent  wage  increase,  arguing  that  the  salaries  for  comparable 
occupations  (Ontario  Provincial  Police)  outweighed  ability-to-pay 
in  this  case  (see  Deverell  1984).  A  similar  view  is  expressed  by  the 
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arbitration  board  for  the  dispute  between  Country  Place  Nursing 
Home  Ltd.  and  CUPE  Local  1854: 

While  we  have  considered  the  Provincial  Government’s 
stated  fiscal  policy  objective  of  limiting  wage  increases  to 
five  percent  per  annum,  we  have  balanced  it  against  many 
other  considerations.  We  have  not  felt  bound  by  it,  but  we 
could  have  come  to  five  per  cent,  more  or  less,  as  the  result 
of  the  many  factors  that  have  to  be  considered  together  in 
the  determination  of  an  appropriate  wage  and  benefit 
package.  (Waisglass  1984,  3) 

8  For  instance,  Justice  Galligan  said: 

Freedom  of  Association  must  include  freedom  to  engage  in 
conduct  which  is  reasonably  consonant  with  the  lawful 
objects  of  the  association.  The  purpose  of  an  association  of 
workers  in  a  union  is  to  advance  their  common  interests.  If 
they  are  not  free  to  take  such  lawful  steps  that  they  see  as 
reasonable  to  advance  those  interests,  including  bargaining 
and  striking,  then  as  a  practical  matter  their  association  is 
barren  and  useless.  (See  Supreme  Court  of  Ontario  1983, 
422-3) 

9  For  in-depth  evaluations  of  arbitration,  see  Downie  (1979)  and 
Gunderson  (1983). 

10  Gunderson  (1983,  20-1)  presents  tables  for  arbitration  usage  for 
1980  and  1981  that  include  all  settlements  regardless  of  bargain¬ 
ing-unit  size.  This  data  is  not  available  for  the  entire  period  under 
investigation.  In  addition,  using  small  bargaining  units  will 
likely  bias  the  impact  of  arbitration  awards  downward,  as  an 
award  that  is  adopted  in  toto  by  one  of  these  smaller  groups  will 
show  up  as  a  negotiated  settlement.  Adams  (1981,  154)  states  that 
in  1976,  although  only  three  per  cent  of  Ontario  hospital 
agreements  were  settled  by  arbitration,  the  other  97  per  cent  were 
based  entirely  on  the  few  arbitration  awards  made  during  the 
year. 

11  Anderson  (1981b)  indeed  finds  that  federal  public  service  interest 
arbitration  tends  to  favour  management  and  the  status  quo. 

12  For  a  partial  update  of  Saunders’s  study  of  1979-82  that  confirms 
his  results,  see  Swimmer  (1984,  264-9). 

13  This  is  often  referred  to  as  the  'half-life  effect’  of  arbitration.  (See 
Anderson  and  Kochan  1977.) 
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14  This  does  not  mean  that  industrial  relations  will  always  be  free  of 
violence  to  persons  or  property  -  these  rare  situations  would 
probably  occur  regardless  of  the  dispute-resolution  process.  In  any 
event,  violence  is  a  matter  to  be  dealt  with  under  the  Criminal 
Code,  not  labour-relations  policy. 

15  Factfinding  should  not  be  automatic  or  else  the  parties  may  refuse 
to  make  real  bargaining  concessions  until  the  process  has  been 
completed  (Downie  1984,392-6). 

16  Anderson  (1981b,  56-7)  suggests  that  tripartite  arbitration  tri¬ 
bunals  generate  greater  acceptability  of  arbitration  awards  by  the 
parties.  It  therefore  seems  reasonable  for  the  state  to  pay  for  side- 
persons’  per  diems  as  well  as  the  chairperson’s. 

17  It  has  been  suggested  that  union  positions  are  selected  more  often 
under  final-offer  selection  because  unions  exhibit  greater  risk 
aversion  than  managements  (Gunderson  1983,  33). 

18  Weiler  (1980,  239)  suggests  that  Firefighters  are  one  group  who 
cannot  apply  any  pressure  on  their  employer  (i.e.,  by  refusing  to 
answer  Fire  alarms)  without  endangering  the  public. 

19  For  example,  the  post  office  instituted  short-term  layoffs  of  letter 
carriers  when  inside  postal  workers  were  on  strike  because  there 
was  no  mail  to  deliver.  Here,  the  employer  would  also  retain  the 
ability  to  unilaterally  change  working  conditions  once  the  union 
was  in  a  legal  strike  position  as  provided  for  in  private  sector 
legislation. 

20  The  importance  of  unbiased  data  for  public  sector  bargaining  is 
clear  to  the  government.  The  Treasurer  of  Ontario,  Mr.  Grossman, 
proposed  a  joint  'labour-management  public  sector  pay  research 
agency  to  develop  and  maintain  a  reliable  data  base  for  public 
sector  bargaining’  (Hansard  1983,  2866). 
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Comments 

Douglas  W.  Knott 


I  was  intrigued  from  the  outset  by  the  title  of  Professor  Swimmer’s 
presentation.  He  asks  'what’s  so  wrong  about  the  right  to  strike?’.  He 
proceeds  to  enumerate  all  the  commonly  presented  arguments  against 
extending  the  legal  right  to  strike  to  public  sector  employees,  and 
then,  quite  completely  and  succinctly,  debunks  each  and  every  one  of 
them.  Professor  Swimmer  is  really  asking:  what’s  wrong  with  the 
entire  dispute-resolution  process  in  the  public  sector? 

This  process  has  two  facets:  arbitration  and  wage  controls.  Dr. 
Swimmer  argues  that  the  results  of  arbitration  have  not  been  to  the 
government’s  liking  and  have  led  to  wage  controls.  However,  the  data 
he  presents  indicates  that  the  arbitration  process  is  not  as  out-of-line 
in  economic  terms  as  either  the  employer  or  employees  state  that  it  is. 
On  the  other  hand,  he  suggests  that  wage  controls  have  not  only  been 
unnecessary  but  ineffective.  In  addition,  Swimmer  very  astutely 
points  out  the  horizontal  inequities,  inconsistencies  (even  possible 
injustices)  of  granting  different  'dispute  resolution’  methods  to  similar 
groups  of  employees. 

To  add  to  the  discussion  on  inconsistencies  in  bargaining  rights,  I 
would  like  to  point  out  with  regard  to  the  education  sector  that,  under 
the  School  Boards  and  Teachers  Collective  Negotiations  Act,  although 
principals  and  vice-principals  are  included  in  the  bargaining  unit  and 
may  vote  on  whether  or  not  to  go  on  strike  or  accept  an  employer’s  con¬ 
tract  proposal,  they  cannot  participate  in  any  strike  that  may  occur 
Principals  and  vice-principals  also  lose  some  of  their 'bargain  rights’ 

Douglas  W.  Knott  is  the  Deputy  General  Secretary  of  the  Ontario  English  Catholic 
Teachers’  Association. 
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when  a  dispute  goes  to  arbitration.  This  and  the  other  inconsistencies 
and  horizontal  inequities  analysed  by  Dr.  Swimmer  are  important 
point  to  review  if  fairness,  equitability  of  rights,  and  economic  justice 
are  to  be  better  applied  within  public  sector  employment  in  future. 

Professor  Swimmer’s  'action  plan’,  a  proposed  'new  policy  for  Ontar¬ 
io’  is  based  on  a  desire  to  bring  accountability  back  to  public  sector 
collective  bargaining.  He  proposes  not  only  that  the  right  to  strike  be 
extended  to  all  public  sector  employees,  but  that  the  government 
establish  a  Public  Sector  Disputes  Commission  along  the  lines  of  the 
current  Education  Relations  Commission  (ERC)  with  responsibility  for 
data  gathering,  monitoring  of  progress,  factfinding,  and  mediation. 

Since  my  particular  field  is  collective  negotiations  within  the  edu¬ 
cation  sector  of  the  public  service  and  since  I  am  particularly  familiar 
with  the  operation  of  the  School  Boards  and  Teachers  Collective 
Negotiations  Act,  I  would  like  to  spend  a  few  moments  fleshing  out  the 
factfinding  process  as  proposed  by  Professor  Swimmer. 

First  let  me  say  that  the  100,000  elementary  and  secondary-school 
teachers  in  Ontario  are  covered  by  approximately  200  collective 
agreements.  Given  the  fact  that  some  of  these  are  multi-year  agree¬ 
ments,  only  about  150  are  negotiated  annually.  Over  the  past  ten 
years  there  have  been  approximately  1,500  agreements  and  thirty- 
three  strikes  -  a  very  good  record  by  any  criteria  for  public  sector 
bargaining. 

The  factfinding  process  under  the  School  Boards  and  Teachers 
Collective  Negotiations  Act  is  similar  to  the  conciliation  reporting 
process  envisaged  by  the  Labour  Relations  Act.  The  major  difference, 
however,  is  that  in  the  education  sector  it  is  common  practice  for  the 
factfinder  to  make  his  or  her  own  recommendations  and  give  reasons 
for  supporting  them.  Describing  factfinding,  the  ERC  states: 

Fact  finding  affords  an  opportunity  for  the  parties  to  clarify 
and  narrow  the  differences  which  exist  between  them  in  order 
to  reach  a  settlement  when  the  collective  agreement  expires. 

The  process  becomes  mandatory  once  August  31  has  passed 
[the  contract  expiry  date  in  all  teacher-board  collective 
agreements].  Further,  it  is  a  necessary  procedure  under  the 
Act  before  teachers  can  take  strike  action  or  before  a  school 
board  can  initiate  a  lock-out. 

Further,  the  ERC  states: 
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It  is  clear  from  experience  in  the  first  seven  years  since  the 
passage  of  the  Act  that  fact  finding  has  the  potential  to  assist 
and,  in  many  cases,  actually  has  assisted  the  parties  in 
reaching  negotiated  settlements.  To  date,  the  Commission 
and  the  parties  have  generally  found  it  to  be  a  useful  process 
which  has  worked  reasonably  well.  (Above  quotes  from  Edu¬ 
cation  Relations  Commission,  Annual  Report  1982-83,  p.  5) 

My  own  belief  with  respect  to  factfinding  is  that  it  is  very  useful 
when  considered  as  mediation:  that  is,  when  the  factfinder  deter¬ 
mines  what  the  facts  are  and  what  an  equitable  settlement  would  be 
in  his  or  her  own  mind  and  then  proceeds  to  mediate  strongly  between 
the  parties  to  bring  about  a  settlement.  I  do  not  believe  that  it  is  a 
useful  process  when  the  factfinder  is  required  only  to  produce  a 
written  set  of  recommendations  for  presentation  to  the  public.  If  the 
factfinder  does  not  have  a  mediation  role,  his  or  her  proposed  settle¬ 
ment  becomes  in  reality  a  form  of  nonbinding  arbitration  that  forces 
the  parties  to  begin  bargaining  and  mediation  all  over  again  if  they 
reject  it. 

The  ERC  states  that  its  research  shows  factfinding  to  be  an  excellent 
process  in  terms  of  bringing  about  settlements.  I  have  great  doubts 
that  this  is  due  to  the  factfinder’s  report.  Again,  settlements  are 
probably  much  more  likely  to  arise  if  a  third-party  neutral  armed  with 
the  facts  of  the  case  can  effectively  mediate  disputes  between  the 
parties  at  the  negotiation  table. 

Professor  Swimmer  recommends  that  his  proposed  Commission 
'develop  a  data  bank  on  wages  and  working  conditions’.  Such  a  data 
bank  has  been  a  very  useful  feature  of  the  ERC  which  has  a  mandate 
'to  compile  statistical  information  on  the  supply,  distribution,  pro¬ 
fessional  activities,  and  salaries  of  teachers’.  With  regard  to  this 
recommendation,  I  would  like  to  further  suggest  that: 

-  the  data  bank,  as  proposed,  eventually  should  be  linked  to  the 
Ministry  of  Labour,  the  ERC,  and  Labour  Canada; 

-  research  projects  to  determine  trends  and  effectiveness  of  mech¬ 
anisms  should  be  conducted  regularly. 

Finally,  I  would  like  to  say  that  I  agree  with  Professor  Swimmer’s 
action  plan.  It  seems  to  me  to  make  good  management  and  admin¬ 
istrative  sense.  All  issues  between  the  parties  would  be  negotiable, 
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time  lines  for  bargaining  would  be  set,  and  neutral  outside  bodies 
would  be  appointed  to  provide  the  parties  with  a  great  deal  of  in¬ 
formation  and  assistance  relevant  to  their  particular  sector  of  the 
public  service.  Further,  the  factfinding-mediation  process  that  I  pro¬ 
posed  earlier  would  seem  to  me  to  serve  the  best  interests  of  the  public 
sector. 
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Comments 

Sean  O’Flynn 


Public  sector  workers  should  have  the  same  rights  as  workers  in  the 
private  sector.  The  denial  of  workers’  rights  in  either  the  private  or 
public  sector  should  only  happen  when  not  to  do  so  would  seriously 
threaten  the  vital  interests  of  society. 

Unfortunately,  some  public  sector  workers  do  not  even  have  the 
same  rights  as  other  public  sector  workers.  Ontario  liquor-store  work¬ 
ers  cannot  legally  strike  but  those  who  work  in  a  beer  store  can. 
Hydro  clerks  and  secretaries  can  strike,  but  if  you  work  as  a  secretary 
across  the  road  at  Queen’s  Park  for  the  Ontario  government,  you 
cannot.  If  you  work  in  a  nursing  home  you  can  strike  but  if  you  work 
in  a  hospital  you  are  out  of  luck.  Does  that  make  sense  to  you?  Well, 
before  you  make  up  your  mind,  remember  that  who  is  allowed  to 
strike  does  not  necessarily  reflect  who  is  not  working  in  an  essential 
service  -  doctors  can  strike  and  they  have. 

Workers  in  the  private  sector  are  free  to  place  any  item  they  wish 
before  their  employer  during  collective  bargaining.  Not  so  for  public 
sector  workers.  Hospital  workers,  teachers,  and  government  workers 
cannot  bargain  over  pensions.  Liquor-board  employees  and  civil  serv¬ 
ants  also  cannot  bargain  over  a  whole  list  of  other  important  issues 
including  training,  work  methods,  kinds  and  location  of  equipment, 
staff-complement  organization,  and  length  of  probation  periods. 

The  present  trend  is  to  further  restrict  the  rights  of  public  sector 
workers.  For  example,  British  Columbia’s  Premier  Bennett  has  de¬ 
clared  that  public  sector  wage  controls  in  that  province  are  there  to 

Sean  O’Flynn  is  the  immediate  Past  President  of  the  Ontario  Public  Sector  Employees 
Union. 


183 


stay.  Recently,  the  Ontario  government  refused  to  negotiate  the  issue 
of  college  teachers’  workload  at  the  bargaining  table.  The  teachers 
went  on  strike,  but,  after  a  period  of  approximately  three  weeks,  the 
government  brought  in  legislation  ordering  them  back  to  work.  The 
workload  controversy  was  never  allowed  to  be  settled  through  arbi¬ 
tration.  It  would  seem  that  governments  want  as  little  collective 
bargaining  for  public  sector  workers  as  possible.  They  appear  to  have 
decided  that  collective-bargaining  problems  in  the  public  sector  are 
politically  best  handled  by  legislation  that  diminishes  workers’  rights. 
Compulsory  arbitration  is  okay,  provided  only  that  the  arbitrators  do 
as  they  are  told  and  maintain  the  present  hierarchy  of  incomes.  Even 
then,  when  compulsory  arbitration  still  seems  too  risky,  the  govern¬ 
ment  will  do  as  it  chooses. 

Are  workers’  rights  in  the  public  sector  going  to  continue  to  be  at 
the  mercy  of  political  expediency?  The  labour  movement  thought  not 
and  fought  back.  When  the  Ontario  government  brought  in  the  Infla¬ 
tion  Restraint  Act,  the  Act’s  constitutionality  was  challenged  by  the 
Service  Employees  International  Union  (SEIU),  the  Ontario  Secondary 
School  Teachers  Federation  (OSSTF),  and  the  Ontario  Public  Service 
Employees  Union  (OPSEU).  The  case  was  heard  before  three  justices  of 
the  Supreme  Court  of  Ontario  who  defined  the  Canadian  Charter  of 
Rights  and  Freedoms.  Before  we  examine  their  decision,  let’s  take  a 
look  at  the  Charter  itself.  Here  is  the  section  under  which  we  applied 
to  the  court  for  relief: 

Constitution  Act,  1982 

Part  I  -  Canadian  Charter  ofR  ights  and  Freedoms 
recognize  the  supremacy  of  God  and  the  rule  of  law: 

Guarantee  of  Rights  and  Freedoms 

1  The  Canadian  Charter  of  Rights  and  Freedoms  guarantees 
the  rights  and  freedoms  set  out  in  it  subject  only  to  such 
reasonable  limits  prescribed  by  law  as  can  be  demonstrably 
justified  in  a  free  and  democratic  society. 

Fundamental  Freedoms 

2  Everyone  has  the  following  fundamental  freedoms:  (a) 
freedom  of  conscience  and  religion;  (b)  freedom  of  thought, 
belief,  opinion  and  expression,  including  freedom  of  the  press 
and  other  media  of  communication;  (c)  freedom  of  peaceful 
assembly  ;  and  (d)  freedom  of  association. 


184 


And  what  is  the  force  and  the  power  of  the  Canadian  Charter  of 
Rights  and  Freedoms?  Is  it  a  trinket?  Is  it  a  decoration?  Is  it  a  sign¬ 
post  that  powerful  forces  in  society,  even  legislators,  can  ignore?  Or  is 
it  a  powerful  instrument  to  be  used  in  defence  of  fundamental  free¬ 
doms?  On  these  questions,  let  me  quote  for  you  the  words  of  Justice 
Smith: 

It  has  always  been  thought  that  the  ultimate  sanction  in  a 
true  democracy  was  the  ballot  box.  The  sanction  remains  and 
so  it  should.  But  after  struggling  towards  nationhood, 
through  the  Bill  of  Rights  with  all  of  its  virtues  and 
shortcomings,  this  country  gave  birth  to  a  Charter  which 
immediately  acquired  adult  status  and  now  belongs  to  no  one 
but  to  all.  No  one  escapes  the  force  of  its  dictates.  Sovereignty 
of  parliament  as  we  have  known  it  is  a  thing  of  history.  ( SEIU , 
OSSTF,  OPSEU  Broadmanor  Case,  23) 

There  should  be  no  presumption  that  the  state  is  reasonable 
and  curtails  freedoms  and  rights  only  in  cases  of  virtually 
absolute  necessity,  (ibid.,  24) 

Now  let  us  return  to  the  details  of  the  case  and  take  a  look  at  how 
-  the  three  justices  of  the  Supreme  Court  of  Ontario,  namely  Galligan, 
Smith,  and  O’Leary,  reasoned  and  articulated  their  decision  on  it. 

The  first  step  in  the  reasoning  process  of  the  court  was  the 
determination  that  freedom  of  association  implied  the  right  to  form 
unions.  This  right  is  rather  obvious  and  I  will  not  comment  further  on 
it  here. 

The  next  step  in  the  court’s  reasoning  was  a  crucial  one.  The  court 
asked,  'Why  do  workers  form  unions?’  Justice  Galligan  first  spelled 
out  the  obvious: 

The  purpose  of  an  association  of  workers  in  a  union  is  clear  -  it 
is  to  advance  their  common  interests. 

Later  on  Justice  Galligan  stated: 

Labour  unions  are  not  social  clubs  or  benevolent  societies  .  .  . 
their  raison  d’etre  is  to  enable  workers  to  have  effective  eco¬ 
nomic  clout  in  dealing  with  their  employers. 
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The  Court’s  reasoning  then  went  a  step  further  to  zero  in  on  the 
heart  of  the  problem.  Again,  let  me  quote  Justice  Galligan: 

Employees’  ultimate  and  real  weapon  is  their  freedom  to 
strike.  When  that  freedom  is  removed  it  is  my  opinion  that 
the  workers’  freedom  of  association  is  more  than  merely  in¬ 
fringed,  it  is  emasculated. 

In  case  one  somehow  failed  to  get  his  point,  Justice  Galligan 
continued: 

Workers’  freedom  of  association  is  meaningless,  empty  and 
devoid  of  substance  if  freedom  to  strike  is  not  part  of  it. 

That,  my  friends,  is  a  justice  of  the  Ontario  Supreme  Court  speak¬ 
ing.  Not  a  Maoist,  Leninist,  Trotskyist,  or  NDP,  and  perhaps  not  even 
a  Red  Tory. 

Justice  Galligan  was  not  alone  in  his  views.  This  is  what  Justice 
O’Leary  had  to  say: 

The  right  to  organize  and  bargain  collectively  is  only  an 
illusion  if  the  right  to  strike  does  not  go  with  it. 

And  to  show  you  that  the  three-person  Divisional  Court  was  un¬ 
animous,  let  me  quote  the  third  justice  -  Justice  Smith: 

It  follows,  and  it  is  trite  to  say  I  suppose,  that  the  freedom  to 
associate  carries  with  it  the  freedom  to  meet  to  pursue  the 
lawful  objects  and  activities  essential  to  the  association’s 
purposes,  being  in  this  instance  the  well-being,  economic  and 
otherwise  of  its  members.  The  freedom  to  associate  as  used  in 
the  Charter  not  being  on  its  face  a  limited  one,  includes  the 
freedom  to  organize,  to  bargain  collectively  and  as  a  necessary 
corollary,  to  strike. 

The  implications 

The  unanimous  decision  of  this  three-person  Divisional  Court  has  far- 
reaching  consequences,  two  of  which  are  noted  below: 
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-  Wage  controls  can  only  be  permissible  if  they  are  temporary. 
Permanent  wage  controls  infringe  upon  the  rights  guaranteed  by  the 
Charter. 

-  Legislation  that  prohibits  strikes  is  unconstitutional.  This  includes 
the  longstanding  legislation  in  Ontario  that  prohibits  strikes  in  the 
provincial  government  and  the  hospital  sector. 

Yes,  the  court  of  course,  accepted  the  essential-services  principle. 
However,  they  applied,  by  implication,  a  strict  test  to  this  principle. 
The  Attorney  General  of  Ontario  is  going  to  have  problems  if  he 
argues  before  the  court  that  all  hospital  workers  in  Ontario  must 
always  be  prohibited  from  striking  when  there  are  other  provinces  in 
Canada  that  permit  their  hospital  workers  to  strike.  And  how  will  the 
Attorney  General  persuade  the  courts  that  all  provincial-government 
employees  must  always  be  prohibited  from  striking  when  several 
other  provinces  as  well  as  the  federal  government  allow  their 
employees  to  strike?  How  will  the  Attorney  General  persuade  the 
courts  that  employees  of  the  Liquor  Control  Board  of  Ontario  are 
essential  and  therefore  must  always  be  prohibited  from  striking  when 
beer-store  workers  are  not? 

Rather  than  wait  to  have  to  answer  these  questions,  the  Attorney 
General  instead  appealed  the  decision  of  the  Supreme  Court.  But 
before  that  appeal  has  been  heard,  other  courts  have  got  into  the 
business  of  defining  freedom  of  association  as  guaranteed  under  the 
Charter. 

In  the  British  Columbia  Court  of  Appeal,  Justice  Esson,  dealing 
with  the  rights  of  workers  under  the  Charter,  said: 

Everyone  has  the  right  to  join  a  trade  union  and  to  pursue 
with  other  members  the  collective  interests  of  the  member¬ 
ship.  It  does  not  follow  that  the  charter  guarantees  the  objects 
and  the  purposes  of  the  union  or  the  means  by  which  those  can 
be  achieved. 

In  the  Court  of  Appeal  of  Alberta,  Justice  Kerans,  when  writing  the 
majority  decision  regarding  the  definition  of  workers’  rights  under  the 
Charter,  concluded: 
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I  am  not  persuaded  that  all  actions  by  all  group  purposes  are 
charter  protected,  or  that  the  prohibition  against  strikes  in  the 
legislation  before  us  does  limit  the  freedom  of  association  of 
the  workers  involved. 

In  the  same  case,  Justice  Belzil  went  further  when  writing  his 
decision: 

while  the  questions  deal  with  public  employees  in  the  service 
of  the  crown,  the  initiation  of  the  crown  qua  employer  is  the 
same  as  that  of  any  private  employer  when  considering  the 
primary  question  of  whether  the  right  to  strike  is  a  fun¬ 
damental  freedom. 

Justice  Belzil  then  concluded  that  the  right  to  strike  is  not  a  fun¬ 
damental  freedom. 

In  the  Federal  Court  of  Canada,  when  deciding  on  the  consti¬ 
tutionality  of  the  federal  government’s  'six  and  five’  wage-control 
program,  Justice  Reed  wrote: 

In  my  view  the  clause  'Freedom  of  Association’  guarantees  to 
trade  unions  the  right  to  join  together,  to  pool  economic 
resources,  to  solicit  other  members,  to  choose  their  own  organ¬ 
izational  structures,  to  advocate  to  their  employees  and  to  the 
public  at  large  their  views  and  not  to  suffer  any  prejudice  or 
coercion  by  the  employer  or  state  because  of  such  union  ac¬ 
tivities,  but  it  does  not  include  the  economic  right  to  strike. 

However,  she  went  on  to  say  that  if  she  had  found  that  freedom  of 
association  included  the  right  to  strike,  the  following  comments  would 
be  appropriate: 

I  think  that  the  test  required  to  justify  an  abrogation  of  a 
fundamental  right  is  a  very  substantial  one.  I  do  not  think  in 
this  case  that  the  benefit  accruing  to  society  as  a  whole  as  a 
result  of  the  [federal]  Government’s  Restraint  Act  is  suf¬ 
ficiently  substantial  to  justify  an  abridgement  of  constitution¬ 
ally  guaranteed  individual  rights. 

Justice  Reed’s  decision  was  appealed  to  the  Federal  Court  of  Appeal 
and  was  heard  by  three  judges.  One  of  them,  Justice  Malroney,  wrote 
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the  majority  decision.  In  it,  he  noted  that  earlier,  the  judicial 
committee  of  the  Privy  Council  had  supported  the  judgement  of  the 
Court  of  Appeal  of  Trinidad  and  Tobago  which  had  held  that 
legislation  abridging  the  right  to  bargain  collectively  and  to  strike  did 
not  breach  the  right  of  freedom  of  association  that  is  guaranteed  by 
that  country’s  constitution.  Justice  Malroney  also  supported  this 
judgement,  which  reads: 

freedom  of  association  means  no  more  than  freedom  to  enter 
into  consensual  arrangements  to  promote  the  common  inte¬ 
rests  objects  of  the  association. 

Further,  in  the  written  decision  Malroney  went  on  at  great  length 
about  the  dismal  state  of  the  science  of  economics.  He  concluded  that 
one  finds  three  opinions  per  every  two  economists. 

It  looks  like  the  judges  are  in  the  same  boat  as  economists.  In 
Saskatchewan,  Justice  Sinois  ruled  that  'the  right  to  strike  is  not  a 
fundamental  freedom’  and  that  it  is  expressly  limited  by  law.  In  Nova 
Scotia,  when  ruling  on  rights  under  the  Charter,  Justice  Grant  agreed 
with  the  decision  by  Justice  Esson  of  British  Columbia  that  the 
Charter  does  not  guarantee  the  goals  of  unions  or  the  means  to 
achieve  those  goals. 

And  now  we  return  to  the  appeal  of  the  decision  of  Justices 
Galligan,  O’Leary,  and  Smith,  all  of  whom  had  ruled  that  freedom  of 
association  was  defined  as  guaranteeing  workers  the  right  to 
organize,  bargain  collectively,  and  strike.  The  appeal  was  heard  by 
Justices  Dubin  and  four  of  his  colleagues  in  the  Appeal  Court  of  the 
Supreme  Court  of  Ontario.  The  SEIU  had  asked  for  an  overruling  of 
the  Ontario  Labour  Relation  Board’s  decision  that  workers’  bargain¬ 
ing  agents  could  not  be  changed  because  the  Industrial  Restraint  Act 
extended  and  continued  the  life  of  contracts  in  the  public  sector. 
Dubin  et  al.  ruled  that  the  wording  of  the  Act  supported  the  SEIU’s 
application  and  that  therefore  the  issue  of  contravention  of  the  charter 
did  not  arise.  The  SEIU  thus  was  allowed  to  apply  to  represent  the 
workers  at  Broadway  Manor.  Dubin  et  al.,  however,  rejected  an 
application  from  the  Durham  Board  of  Education  to  overturn  the 
decision  of  the  Education  Relations  Commission  that  obliged  it  to 
bargain  with  its  teachers,  ruling  that  the  Industrial  Restraint  Act  did 
not  stand  in  the  way  of  fulfilling  this  obligation. 
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OPSEU  sought  a  declaration  that  the  Act  was  unconstitutional. 
Although  the  Attorney  General  of  Ontario  had  sought  an  order  to 
squash  OPSEU’s  application  for  judicial  review,  Galligan,  O’Leary,  and 
Smith  all  had  ruled  that  the  Divisional  Court  had  jurisdiction  and, 
further,  that  section  13(b)  of  the  Act  was  invalid.  Dubin  et  al., 
however,  ruled  that  Galligan,  O’Leary,  and  Smith  did  not  hav.e 
jurisdiction  to  hear  OPSEU’s  application.  In  the  end,  the  application 
was  squashed.  The  judges  then  concluded  that  the  issues  before  their 
court  had  been  dealt  with  and  therefore  that  they  did  not  have  to  pass 
any  judgement  on  the  definition  of  freedom  of  association  as  laid  out 
by  Galligan,  O’Leary,  and  Smith. 

The  situation  is  confused  to  say  the  least.  Workers  should  know 
whether  or  not  the  Charter  guarantees  them  any  rights  at  all.  The 
Attorney  General  of  Ontario  should  join  with  the  labour  movement  in 
forming  appropriate  questions  concerning  a  definition  of  freedom  of 
association  and  in  petitioning  the  Supreme  Court  of  Canada  to  hand 
down  a  definition  that  will  stand  the  test  of  time. 
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Discussion 


DAVID  WINCH:  I  certainly  don’t  want  to  defend  arbitration  processes, 
restrictions,  controls,  restraint  acts,  and  what  have  you,  but  I  do 
wonder,  in  this  very  complex  field,  whether  Gene  Swimmer’s  solution 
is  perhaps  not  a  little  simplistic.  His  argument  essentially  says 
workers  are  free  to  associate,  combine  into  trade  unions,  and  then 
collusively  to  withdraw  or  to  threaten  to  withdraw  their  services  by 
strike  unless  their  terms  are  met,  and  that  this  right  should  be  total, 
short  only  of  infringing  on  the  health  and  safety  of  the  public. 

Suppose  we  apply  that  same  criterion  to  the  other  side  of  the  world 
and  say  corporations  have  freedom  of  association,  and  accordingly 
that  the  anti-combines  act  is  now  defunct;  that  corporations  should  be 
free  to  practise  collusive  monopoly,  to  withdraw  their  goods  or  services 
from  markets  except  at  their  own  prices,  and  to  further  their  own 
interests  in  any  way  they  can,  short  only  of  infringing  on  the  health 
and  safety  of  the  populace. 

GENE  SWIMMER:  I  think  we  all  agree  that  the  answer  is  they  already 
do. 

QUESTION:  At  least  one  management  representative  has  found  the 
controls  that  have  been  imposed  upon  us  also  very  frustrating.  We 
have  not  been  able  to  negotiate  with  our  unions  any  more  than  they 
have  been  able  to  negotiate  with  us.  Believe  it  or  not,  there  are 
occasionally  certain  things  that  management  wants  to  negotiate,  but 
we  have  been  frustrated  by  the  Ministry  of  Labour.  I  simply  want  to 
leave  the  thought  with  this  group  that  there  is  another  side  that 
hasn’t  really  been  examined  in  this  debate  today. 

QUESTION:  I’d  like  to  add  to  that.  It  seems  to  me  that  we  are  using  this 
forum  to  say  the  government  is  all  bad  and  that  it  is  really  ourselves 
that  have  the  answers.  I  read  into  that  a  certain  Alice-in-Wonderland 
preaching  to  the  converted  and,  to  a  degree,  a  superiority  complex  that 
I  don’t  think  serve  any  useful  purpose,  other  than  if  we  all  walk  out  of 
here  and  acknowledge  that  this  has  been  a  release  for  some  legitimate 
frustration. 

Addressing  Professor  Swimmer’s  remarks  about  there  being  no 
difference  in  public  sector  negotiations,  I  don’t  agree  with  that.  Tell 
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that  to  a  proprietor  of  a  mail-catalogue  business  when  we  have  a 
postal  strike;  tell  that  to  a  person  who  is  waiting  at  a  bus  stop  when  a 
strike  is  called  and  public  transit  is  the  only  means  of  that  person’s 
getting  to  a  place  that’s  miles  away.  I  think  there  is  a  different 
perception. 

Not  only  that,  we  tend  to  forget,  perhaps  conveniently,  there  is 
still  in  the  public  mind  a  perception  that  civil  servants  are  at  the 
whim  of  the  Crown,  which  at  senior  levels  they  still  are  to  a  degree.  I 
don’t  think  you  can  ignore  those  realities  and  say  theoretically  that 
this  is  the  way  it  should  be. 

We  can’t  expect  governments  to  change  this  whole  business  about 
arbitration  because  it’s  working  for  them.  Quite  frankly,  they’ll  con¬ 
tinue  to  use  arbitration  because  it  puts  the  issue  out  of  the  limelight. 

All  I  am  trying  to  say  is  that  if  we  want  to  release  some  frus¬ 
trations,  that  is  fine  and  good.  But  if  we  want  to  actually  effect  some 
change,  then  let’s  talk  about  strategies  and  then  about  public 
education  so  that  more  people  will  acknowledge  the  legitimacy  of  the 
strike  weapon. 

I  think  there  has  been  an  alarming  lack  of  candour  today  in  the 
addresses. 

GENE  SWIMMER:  I  don’t  think  there  was  any  attempt  to  sandbag  one 
way  or  the  other.  To  be  honest  with  you,  I  think  the  political  per¬ 
suasion  of  the  academics  presenting  is  pretty  wide.  Maybe  there  is 
something  to  be  learned  by  the  fact  that  despite  this  political 
variation,  a  lot  of  the  things  that  have  been  said  have  been  fairly 
similar. 
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Impact  of  public  sector  wage  controls 
on  budget  deficits  and  inflation 

Peter  Dungan  and  Thomas  A.  Wilson 


INTRODUCTION 

Our  paper  divides  into  three  parts.  As  a  reference  point  for  the  dis¬ 
cussion  of  the  effects  of  wage  restraints,  we  use  a  projection  for  the 
Canadian  economy  to  1995  prepared  by  Dungan  et  al.1  The  first  part 
of  our  paper  is  a  brief  overview  of  that  projection  with  particular 
attention  given  to  the  fiscal-policy  assumptions.  Then  we  turn  to  an 
analysis  of  the  impact  of  the  federal  '6  and  5’  and  related  provincial 
public  sector  wage-restraint  programs.  Finally,  since  our  base 
forecast  embodies  a  continuing  policy  of  public  sector  wage  restraint, 
we  generate  several  alternative  projections  to  examine  the  conse¬ 
quences  of  a  partial  relaxation  of  wage  restraints.2  Figures  referred  to 
throughout  are  included  at  the  end  of  the  paper. 

THE  PROJECTION 

Figure  1  provides  a  capsule  summary  of  the  projection  of  the  economy 
to  1995.  Real  growth  will  average  3-J  per  cent  to  1990,  diminishing 
thereafter  to  per  cent.  Inflation  will  be  just  below  6  per  cent  to 
1990:  it  will  rise  somewhat  from  recent  low  levels  as  the  economy 
moves  closer  to  its  potential;  it  will  then  average  6^  per  cent  per  year 
from  1990  to  1995.  Comparing  these  figures  with  recent  history,  it 
can  be  seen  that  the  real  growth  and  inflation  projections  each  repre- 
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sent  an  improvement  over  the  experience  of  the  last  decade  or  so,  but 
of  course  they  also  represent  a  much  poorer  performance  than  that 
observed  during  the  period  from  1963  to  1973. 

The  unemployment  rate  included  in  this  projection  indicates  that 
there  will  be  persistent  excess  supply  in  the  labour  market.  The 
unemployment  rate  does  not  drop  below  the  double-digit  level  until 
1988,  and  even  at  the  projection  horizon  in  1995  it  is  still  8^  per  cent. 
We  estimate  the  equilibrium  or  full-employment  unemployment  rate, 
which  is  a  long-run  concept,  to  be  on  the  order  of  6  per  cent  at  present, 
and  we  further  estimate  that  the  equilibrium  rate  will  decline  gently 
over  the  decade  as  a  result  of  the  aging  of  the  labour  force  and  the 
maturation  of  the  baby-boom  generation.  Therefore,  if  anything,  the 
supply-side  factors  should  be  favourable  to  reductions  in  unem¬ 
ployment,  and  our  projection  is  in  this  regard  even  more  pessimistic. 

Finally,  labour  productivity  is  projected  to  perform  considerably 
better  than  in  the  recent  past.  In  contrast  to  the  decline  of  labour 
productivity  in  recent  years,  we  project  a  productivity  increase  of  1.3 
per  cent  per  year  to  1990  and  1.1  per  cent  per  year  thereafter.  But 
again,  even  these  gains  still  put  us  below  the  achievements  of  the 
1960s. 

Figure  2  provides  an  overview  of  the  government-expenditure  side 
of  the  projection.  What  stands  out  in  this  figure  is  the  recent  large 
run-up  in  total  government  spending  to  just  over  45  per  cent  of  GNP. 
This  is  due  to  two  factors:  the  severe  recession  in  Canada  and  a 
hangover  effect  in  terms  of  large  increases  in  the  public  debt  and 
public-debt  interest  payments.  Total  government  spending  (as  a 
percentage  of  GNP)  is  projected  to  decline  through  1995,  reflecting  the 
recovery  of  the  economy  and  the  continuation  of  government-expen¬ 
diture  restraints.  However,  at  the  projection  horizon,  the  share  of 
total  government  spending  in  GNP  will  only  be  back  to  mid-1970s 
levels.  Government  spending  on  goods  and  services  (which  represents 
governments’  use  of  the  resources  of  the  economy)  will  continue  on  a 
down-trend  that  is  reasonably  well  established. 

There  are  other  key  fiscal-policy  elements  in  the  projection  in 
addition  to  the  above  expenditure  assumptions:  we  also  incorporate 
the  program  that  we  have  called  'operation  tilt’.  This  program  was 
first  established  in  the  1983  budget,  reconfirmed  in  the  1984  budget, 
and  has  been  continued  by  the  current  government.  'Operation  tilt’ 
was  designed  to  provide  fiscal  stimulus  in  1983  and  1984  offset  by  tax 
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increases  and  expenditure-restraint  programs  thereafter.  While  it  is 
the  expenditure  restraints  that  are  indicated  in  Figure  2,  the  tax 
increases  enacted  in  1983  were  also  built  into  the  projection. 

Figure  3  shows  the  total  impact  of  the  projected  tax  and  expen¬ 
diture  policies  on  the  federal  and  aggregate  deficits.  Note  that  these 
deficits  are  currently  at  peak  levels  -  the  highest  levels  in  relation  to 
GNP  than  at  any  other  time  since  World  War  II.  We  project  that  both 
of  these  deficits  will  come  down  quite  rapidly,  with  the  aggregate 
government  sector  actually  reaching  a  balance  by  the  forecast 
horizon,  and  the  federal  government  reaching  a  small  deficit  position 
of  about  1  per  cent  of  GNP. 

A  significant  portion  of  existing  deficits  reflects  inflation  distor¬ 
tions,  and  we  are  able  to  correct  for  these  in  the  federal  sector  -  as 
shown  in  Figure  4.  On  an  inflation-corrected  basis,  the  federal 
government  actually  reaches  a  balanced  budget  position  by  1991  and 
is  into  a  modest  surplus  position  by  1995.  Therefore,  referring  back  to 
Figure  3,  it  can  be  concluded  that  the  government  sector  as  a  whole 
would  therefore  be  in  an  even  larger  surplus  position  if  deficits  were 
corrected  for  inflation.  These  numbers,  then,  indicate  clearly  the 
restrictive  fiscal  policies  in  place  in  the  projection. 

Douglas  Purvis  and  Neil  Bruce  have  questioned  whether  the  fiscal 

o 

strategy  that  was  embodied  in  the  1984  budget  was  'prudent’.  We 
address  this  question  through  looking  at  our  projected  debt-to-GNP 
ratio  as  shown  in  Figure  5.  There  is  a  certain  amount  of  disagreement 
as  to  what  constitutes  fiscal  'prudence’,  but  we  believe  that  almost  all 
macroeconomists  would  agree  that  if  the  debt-to-GNP  ratio  were  shown 
to  be  exploding  -  if  the  upward  trend  since  1974  continued  or 
accelerated  through  1995-  then  this  would  indeed  represent  an 
imprudent  fiscal  strategy.  On  the  other  hand,  if  the  debt-to-GNP  ratio 
were  to  reach  a  reasonable  peak  and  decline,  then  almost  all 
macroeconomists  would  agree  that  this  would  represent  a  prudent 
strategy  given  the  current  high  unemployment  situation.  Major 
disagreement,  however,  can  arise  if  the  debt-to-GNP  ratio  is  projected 
to  stabilize  at  a  particular  level,  since  there  are  few  criteria  by  which 
to  pick  the  'correct’  level.  Our  view  is  that  the  projection  does 
incorporate  a  prudent  fiscal  policy,  given  that  the  debt-to-GNP  ratio 
reaches  a  manageable  peak  in  1988  and  then  declines,  reaching  by 
1995  a  level  that  prevailed  in  the  mid-1960s. 
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Figure  6  examines  private  and  public  sector  wage  inflation  in  the 
model.  We  emphasize  'in  the  model’  because  the  wage  figures  are 
specially  constructed  to  give  long  time-series  data  for  model 
estimation.  Both  the  public  and  private  sector  series  are  subject  to 
error,  particularly  the  public  sector  wage  series.4  Note  that  the  recent 
historical  relationship  between  the  two  series  is  projected  to  change: 
from  the  mid-1980s  to  1995,  public  sector  wages  are  projected  to  rise  at 
a  rate  below  wages  in  the  private  sector.  This  has  rarely  happened  in 
the  last  two  decades.  Judgemental  'add  factors’  that  were  used  in  the 
two  wage  equations  indicate  that  this  will  be  brought  about  by 
deliberate  adjustments  to  the  public  sector  wage  equation  designed  to 
reduce  public-sector  wage  increases.  In  other  words,  a  policy  of  public- 
sector  wage  restraints  is  built  into  the  projection. 

Figure  7  provides  a  projection  of  private  and  public  sector  employ¬ 
ment.  It  is  heartening  (or  disheartening,  depending  on  your  point  of 
view)  to  note  that  public  sector  employment  is  projected  to  decline  as  a 
share  of  total  employment  -  again,  a  trend  that  is  well-established  (at 
least  by  the  FOCUS  model).  This  employment  pattern  is  another  aspect 
of  the  fiscal  restraints  that  were  incorporated  into  the  projection.  A 
public  sector  wage-restraint  policy  of  course  would  not  be  credible  if 
large  gains  in  employment  in  the  public  sector  relative  to  the  private 
sector  were  to  occur. 

Figures  8  and  9  examine  the  role  of  government  wage  payments 
relative  to  current  spending  on  goods  and  services  and  the  deficit.  As 
is  apparent  in  Figure  8,  wage  payments  are  a  large  fraction  of  current 
general  spending.  Figure  9  is  perhaps  more  illuminating,  as  it  shows 
these  series  expressed  as  percentages  of  GNP.  Clearly,  wage  payments 
are  and  must  be  an  important  component  of  restraint  in  current 
government  spending.  If  public  sector  wage  payments  were  not 
projected  to  decline  as  a  percentage  of  GNP,  then  it  would  have  been 
difficult  to  have  the  total-spending  share  coming  down  as  well. 

THE  IMPACT  OF  RESTRAINTS:  THE  AIP  AND  '6  AND  5’ 

In  examining  the  recent  role  of  public  (and  private)  sector  wage 
controls,  we  had  hoped  that  we  could  modify  the  results  outlined  in  the 
Auld-Wilton  paper  in  this  volume  for  insertion  into  our  model. 
However,  as  the  Auld-Wilton  results  are  somewhat  ambiguous  and  as 
our  model  is  a  national  model  and  not  a  model  of  Ontario,  we  decided 
that  we  had  to  do  some  more  econometric  work  of  our  own. 
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A  brief  summary  of  the  results  of  this  econometric  work  is  pre¬ 
sented  in  Tables  1  and  2.  We  re-estimated  the  private  and  public  wage 
equations  in  the  FOCUS  model  with  different  specifications  to  see 
whether  we  could  detect  any  impact  of  the  '6  and  5’  federal  restraints 
(and  related  provincial  wage  restraints).  We  should  add  paren¬ 
thetically  that  our  private  sector  wage  equation  does  contain  within  it 
an  effective  role  for  the  1975-78  Anti-Inflation  Program  (AIP).  In  this 
respect  we  are  consistent  with  virtually  every  other  analyst  of  the 
impact  of  the  AIP  on  wages.  We  find  a  'dummy’  for  the  AIP  to  be 
significant,  with  about  a  2-per-cent-per-year  restraining  impact.  We 
also  looked  at  the  AIP  restraint  program  in  the  context  of  the  public 
sector  and  again  found  it  effective,  although  to  a  somewhat  lower 
magnitude. 

Looking  at  our  estimates  for  the  '6  and  5’  restraints,  the  results  are 
much  more  ambiguous  -  not  surprising  in  light  of  the  Auld-Wilton 
results.  Paradoxically,  we  obtain  a  statistically  significant  result  only 
for  the  private  sector.  The  '6  and  5’  program  did  include  private  sector 
guidelines  and  there  are  indications  elsewhere  that  mere  guidelines 
can  apparently  work  -  for  example,  the  Kennedy  administration’s 
guidelines  were  effective  in  the  United  States  in  the  1960s.  However, 
the  problem  remains  that  the  dummy  variables  that  we  have  inserted 
to  capture  '6  and  5’  restraints  could  simply  be  serving  as  proxies  for 
other  factors,  such  as  the  severity  of  the  recent  recession  (which  was 
outside  the  postwar  historical  range),  or  the  impact  on  inflation  expec¬ 
tations  of  the  shift  toward  policies  of  fiscal  and  monetary  restraint. 
But  if  we  take  the  results  at  face  value,  they  suggest  that,  once  fully  in 
effect,  the  wage  restraints  had  an  effect  on  the  private  sector  that  was 
roughly  comparable  to  that  of  the  AIP,  i.e.,  a  2  per  cent  reduction  of 
wage  inflation. 

The  public  sector  results  are  much  less  satisfactory.  Although  on 
average,  '6  and  5’  impacts  are  of  the  same  order  of  magnitude  as  for 
the  private  sector,  they  are  relatively  unstable,  depending  on  what 
equation  is  estimated  and  how  other  variables  are  specified.  They  are 
never  statistically  significant.  In  other  words,  one  could  say  that  the 
data  are  consistent  with  the  hypothesis  that  '6  and  5’  and  related 
restraint  programs  reduced  public  sector  wages  by  2  per  cent  per  year, 
but  the  data  are  also  consistent  with  the  hypothesis  that  they  had  no 
effect  whatsoever. 
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TABLE  1 

Wage-equation  estimates  -  private  sector  (dependent  variable:  year-over-year  per  cent  change  in  average  annual  wages  in 
private  sector  -  less  five-year  moving  average  of  labour  productivity0,  b );  T-statistics  in  parentheses 
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a  This  formulation  of  the  dependent  variable  constrains  the  equation  to  give  a  100  per  cent  pass-through  of  long-run  productivity 
gains  into  wages. 

b  For  a  more  complete  description  of  the  basic  equation  and  the  independent  variables,  see  Jump  et  al.  (1 985)  FOCUS: 
Forecasting  and  User  Simulation  Model  -  User’s  Manual  (Toronto:  Institute  for  Policy  Analysis,  University  of  Toronto)  section  N. 
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Year-over-year  per  cent  inflation  in  wages  in  private  sector;  sum  of  co-efficient  on  8-quarter  polynomial  lag. 


The  econometric  estimates  also  provide  evidence  of  wage  'spillovers’ 
from  private  to  public  sectors  and  vice  versa.  We  can  concentrate  for 
this  analysis  on  the  last  three  rows  of  Table  1,  which  estimate  a 
modest  wage  spillover  from  the  public  sector  to  the  private  sector.  The 
'spillover’  co-efficient  is  about  0.25:  indicating  that  when  holding  all 
other  variables  constant,  an  increase  in  public  sector  wage  inflation  of 
1  per  cent  per  year  would  trigger  a  0.25  per  cent  wage  acceleration  in 
the  private  sector. 

What  is  one  to  make  of  these  results?  We  could  simply  say  that  the 
private  sector  effect  is  totally  spurious,  the  public  sector  results  are 
insignificant,  and  therefore  that  there  was  no  effect.  While  we  will 
proceed  as  if  the  results  were  significant,  readers  should  nevertheless 
bear  in  mind  the  possibility  of  their  not  being  so. 

Given  the  context  of  this  conference  volume,  we  felt  that  it  would  be 
of  interest  to  assume  that  the  wage  restraints  were  indeed  effective  (to 
different  degrees)  in  the  two  sectors  and  then  to  analyse  the  con¬ 
sequences.  We  ask,  for  example,  what  the  restraints  have  done  to 
deficits,  and  what  they  have  done  for  inflation  and,  parenthetically, 
for  real  growth.  We  chose  to  examine  three  cases.  In  the  first,  we 
assumed  a  2  per  cent  reduction  of  wage  inflation  for  one  year  for  the 
public  sector  only.  In  this  case,  the  restraints  have  no  spillover  into 
the  private  sector  and  no  direct  effects  on  that  sector  either.  In  the 
second  case,  we  assumed  the  same  two  per  cent  effect  on  the  public 
sector,  but  we  allowed  for  a  25  per  cent  spillover  into  the  private  sector 
(with  a  slight  lag).  In  the  third  case,  we  interpreted  the  equations 
most  generously  and  assumed  a  full  2  per  cent  effect  in  both  sectors. 
(In  this  case  there  is  no  need  for  any  further  spillover  effect.)  In  all,  we 
obtain  six  cases  rather  than  three  because  in  each  of  the  three 
alternatives  above,  we  felt  that  it  was  important,  particularly  in 
appraising  impacts  on  the  government  deficit  and  debt,  to  look  at 
alternative  responses  of  monetary  policies.  Each  case  then  has  two 
variants.  In  variant  one,  monetary  policy  is  geared  to  keep  the  money 
supply  (Ml)  on  the  same  track  as  in  the  base-case  solution;  in  effect,  the 
Bank  of  Canada  holds  to  fixed-money  growth  targets  despite  the 
imposition  of  restraint.  The  exchange  rate  floats  freely.  In  variant 
two,  the  monetary  authorities  instead  target  on  the  exchange  rate. 
Since  wage  restraints  have  a  deflationary  effect,  the  Canadian  dollar 
would  tend  to  appreciate;  in  order  to  maintain  a  target  exchange  rate, 
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the  authorities  thus  must  expand  the  money  supply  and  lower  interest 
rates  slightly. 

Figure  10  shows  the  impact  of  public  sector  wage  restraints  on  the 
price  level  under  a  money-supply  target  (variant  1).  Note  first  that  if 
there  is  no  private  sector  effect  (Case  1),  public  sector  wage  controls 
would  have  little  impact  on  the  aggregate  price  level.  What  potential 
impact  is  shown  reflects  the  deflationary  aggregate-demand  impact  of 
public  sector  wage  restraints  -  i.e.,  since  the  government  would  be 
paying  its  workers  less,  the  workers  would  spend  less  and  the  multi¬ 
plier  effect  on  the  economy  eventually  would  cause  the  price  level  to 
fall  relative  to  the  base  case. 

In  the  intermediate  case  (Case  2)  -  where  there  is  a  modest  private 
sector  wage  spillover  -  the  price-level  impact  is  greater:  it  is  projected 
to  build  up  to  1  per  cent  of  the  base  case  by  the  latter  part  of  the  1980s 
and  then  fade  away.  The  gradual  fading  of  effects  is  due  to  the 
temporary  nature  of  the  restraints  program.  When,  as  in  Case  3, 
there  is  a  full  impact  on  both  sectors  (comparable  to  the  impact  of  the 
AIP),  then  there  are  significant  effects  on  the  price  level:  by  1987,  the 
model  estimates  a  3^-  per  cent  reduction  in  the  price  level.  The  rate  of 
inflation  over  1983-85  would  be  reduced  1  per  cent  per  year  if  the 
restraints  were  fully  effective  on  both  sectors. 

Figure  11  shows  the  same  pattern  when  the  monetary  authority 
targets  on  the  exchange  rate  so  that  the  wage  restraints  are  accom¬ 
panied  by  some  monetary  expansion  (variant  2).  Naturally,  this 
would  reduce  the  deflationary  effects  somewhat.  For  example,  in  Case 
3  (full  restraint  in  both  sectors)  the  maximum  deflationary  impact  is 
estimated  to  be  on  the  order  of  3  per  cent,  whereas  in  variant  1  (money 
target)  it  is  estimated  to  be  3-J  per  cent. 

Table  3  provides  a  snapshot  of  all  six  of  these  cases  and  variants  at 
two  points:  1985,  which  would  be  right  after  the  restraint  program 
begins  to  phase  out,  and  1990,  five  years  after  phase-out.  It  is  clear 
that  the  price-level  effects  of  a  program  whose  restraining  effect  is 
confined  to  the  public  sector  would  be  very  modest  indeed.  Even  with 
the  wage  spillover  to  the  private  sector,  the  aggregate  price-level 
effects  are  estimated  to  be  less  than  1  per  cent  in  both  years.  Thus,  in 
order  to  have  a  significant  impact  on  aggregate  prices,  the  restraints 
would  have  to  be  effective  in  both  sectors. 
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TABLE  3 

Price-level  effects  of  wage  restraints 


Public 

Public  sector 

sector 

restraints  with 

Restraints  in 

Variant/Case 

restraints  only 

private  sector  spillover 

both  sectors 

Percentage  impacts 
on  GNP  price  index,  1 985 

Ml  target 

-0.25 

-0.78 

-2.91 

Exchange-rate  target 

-0.26 

-0.79 

-2.78 

Percentage  impacts 
on  GNP  price  index,  1 990 

Ml  target 

-0.39 

-0.91 

-3.08 

Exchange-rate  target 

-0.25 

-0.73 

-2.21 

Figures  12  and  13  examine  the  impact  of  the  restraint  program  on 
real  GNP.  Here  we  have  an  apparent  paradox,  in  that  if  the  restraints 
only  affect  public  sector  wages,  they  depress  real  GNP.  This  again  is 
due  to  the  deflationary  real-demand  effect  of  reduced  incomes  of  public 
sector  workers.  The  deflationary  real-demand  effect  would  fade  out 
very  gradually  in  this  case  because,  although  the  restraint  program  is 
temporary,  the  reduction  in  the  wage  level  would  be  permanent.  On 
the  other  hand,  when  both  private  sector  and  public  sector  wages  are 
subject  to  restraint  (as  in  Case  3),  there  would  be  positive  real-demand 
effects.  When  the  restraints  are  affecting  private  sector  wages,  they 
have  more  significant  price-level  effects.  With  lower  prices,  Canada 
would  become  more  competitive  on  world  markets  with  positive 
results  for  real  demand.  Moreover,  as  interest  rates  would  be  lower, 
additional  stimulus  would  be  provided  to  the  economy.  An  effective 
program  of  public  and  private  wage  restraints  would  thus  have  an 
effect  on  the  economy  analogous  to  the  effect  of  a  favourable  supply- 
price  shock. 

As  illustrated  in  Figure  13,  with  monetary  policy  targeted  on  the 
exchange  rate  the  real  output  effects  would  be  stronger  because  of  the 
induced  expansion  of  the  money  supply. 

Figure  14  examines  the  impact  of  the  wage-restraint  program  on 
the  government  balance  -  the  surplus  or  deficit  of  the  consolidated 
public  sector.  Note  that  in  the  early  years,  the  reductions  in  the 
deficit  are  not  very  different  in  the  three  wage-restraint  cases.  How- 
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TABLE  4 

Summary  of  fiscal  effects  of  wage  restraints 


Variant/Case 

Public 

sector 

restraints  only 

Public  sector 
restraints  with 
private  sector  spillover 

Restraints  in 
both  sectors 

Impact  on  consolidated 
government  budget  balance, 
1985  ($  billions) 

Ml  target 

1.7 

1.5 

1.2 

Exchange  rate  target 

1.7 

1.6 

2.2 

Impact  on  consolidated 
government  budget  balance, 
1990  ($  billions) 

Ml  target 

2.0 

2.8 

4.7 

Exchange-rate  target 

2.6 

5.2 

8.1 

ever,  towards  the  end  of  the  simulation  there  is  a  much  more  sig¬ 
nificant  reduction  in  the  deficit  when  the  wage  restraints  are  effective 
in  both  sectors.  When  the  wage  restraints  are  accompanied  by  the 
more  expansionary  monetary  policy  (variant  2),  the  deficit-reduction 
effects  are  magnified,  as  shown  in  Figure  15.  The  more  expansionary 
monetary  policy  is  shown  to  generate  more  real  economic  activity  and 
somewhat  lower  interest  rates,  both  of  which  would  have  a  favourable 
impact  on  the  government  budget. 

Table  4  provides  two  snapshot  views  of  the  fiscal  effects  of  the  re¬ 
straints  for  1985  and  1990.  In  1985,  there  would  be  a  modest  reduc¬ 
tion  in  the  deficit  on  the  order  of  $1.2  to  $2.2  billion  depending  on  the 
case  chosen.  However,  by  1990  more  significant  deficit  reductions 
would  be  obtained  if  effective  wage  restraints  in  both  sectors  were 
coupled  with  an  expansionary  monetary  policy  targeted  on  the  ex¬ 
change  rate. 

Figures  16  and  17  examine  the  cumulative  reductions  in  the  public 
debt  under  the  six  scenarios.  Even  in  the  three  cases  where  monetary 
policy  is  targeted  on  Ml  (variant  1),  the  cumulative  effects  on  the 
public  debt  are  estimated  to  be  nontrivial.  By  1995,  they  are  projected 
to  be  on  the  order  of  $30  to  $50  billion.  As  a  reference  point  for 
appraising  these  figures,  the  base-case  forecast  for  GNP  in  1995  is 
about  a  trillion  dollars.  Thus,  a  $40  billion  reduction  would  translate 
into  a  reduction  of  4  per  cent  in  the  debt-to-GNP  ratio.  With  the  more 
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TABLE  5 

Impact  of  wage  restraints  on  public  debt  ($  billions) 


Variant/Case 

Public 

sector 

restraints  only 

Public  sector 
restraints  with 
private  sector  spillover 

Restraints  in 
both  sectors 

1985 

Ml  target 

4.70 

4.25 

2.32 

Exchange-rate  target 

4.65 

4.24 

3.33 

1990 

Ml  target 

13.90 

15.54 

19.36 

Exchange-rate  target 

15.57 

19.31 

32.27 

expansionary  monetary  policy  (variant  2),  these  effects  are  projected 
to  be  further  magnified,  as  illustrated  in  Figure  17. 

Table  5  presents  two  snapshot  pictures  of  the  debt-reduction  effects 
of  the  six  cases.  In  the  most  conservative  case,  with  an  Ml  monetary 
target  and  public  sector  wage  restraints  only  (Case  1),  the  reduction  in 
the  debt  by  1990  would  be  almost  $14  billion,  which  would  be  about  2 
per  cent  of  1990  GNP.  At  the  other  extreme,  if  restraints  were  effective 
in  both  sectors  (Case  3)  and  there  were  an  exchange-rate  target  with 
an  expansionary  monetary  policy,  the  debt  reduction  is  projected  to  be 
$32  billion,  or  almost  5  per  cent  of  the  1990  GNP. 

THE  IMPACTS  OF  RELAXING  WAGE  RESTRAINT  IN  THE  FUTURE 

We  now  turn  to  a  more  prospective  analysis,  and  examine  what  the 
cumulative  effects  on  the  economy  would  be  of  a  relaxation  of  wage 
restraints  in  future  years.  Recall  that  the  base-case  projection 
incorporated  a  considerable  degree  of  wage  restraint  in  the  public 
sector;  here,  we  examine  the  consequences  of  relaxing  those  restraints 
such  that  public  sector  wage  inflation  would  be  increased  1  percentage 
point  above  the  base  case  for  1985-95. 

We  have  generated  four  simulations,  consisting  of  two  cases  for 
each  of  the  two  monetary  variants  described  earlier.  In  Case  1,  public 
sector  restraints  ease  1  per  cent.  In  Case  2,  the  same  applies,  but 
there  is  also  a  25  per  cent  private  sector  spillover.  Figure  18  shows  the 
impacts  on  real  output  and  the  price  level  of  Case  1,  variant  1  (public 
sector  wages  rise  1  per  cent  faster  per  year;  no  private  sector  wage 
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spillovers;  Ml  target).  Such  a  relaxation  of  the  restraints  as  was  built 
into  the  FOCUS  projection  would  have  favourable  real-output  effects 
and  unfavourable  price-level  effects.  However,  neither  effect  is  shown 
to  be  very  large  -  by  1995  the  effects  are  only  0.7  per  cent  and  0.8  per 
cent  respectively.  Spread  over  ten  years,  this  would  represent  impacts 
of  less  than  0.1  per  cent  per  year  in  real  growth  and  price  inflation. 

Figure  19  examines  what  the  real  output  and  price-level  impacts 
would  be  of  the  relaxation  of  wage  restraints  with  monetary  policy 
targeted  on  the  exchange  rate  (variant  2).  Here,  the  consequences  of 
the  monetary  response  appear  to  be  the  opposite  of  those  noted  in  our 
earlier  analysis  in  Figure  17.  Since  there  is  higher  wage  inflation 
with  the  relaxation  of  restraints,  keeping  the  exchange  rate  at  target 
would  require  a  more  restrictive  monetary  policy,  and  this  more 
restrictive  monetary  policy  would  reduce  the  real  output  effect  of  the 
relaxation  of  wage  restraints. 

When  we  incorporate  the  private  sector  wage  feedback  (Case  2),  the 
price-level  effects  are  shown  to  be  magnified  and  there  are  no  longer 
favourable  real-output  effects  -  as  illustrated  in  Figure  20.  When  this 
case  is  coupled  with  the  more  restrictive  monetary  policy  necessary  to 
maintain  the  exchange  rate,  as  illustrated  in  Figure  21,  the  price- 
level  increase  is  shown  to  attenuate  somewhat,  but  at  the  cost  of  a 
negative  real-output  effect. 

Figures  22  and  23  examine  the  effects  on  the  government  balance  of 
a  relaxation  of  wage  restraints  by  comparing  the  base-case  deficit 
projection  with  each  of  the  alternative  scenarios.  Note  that  the  deficit 
becomes  larger  as  we  move  out  to  the  projection  horizon:  by  1990 
there  would  be  about  a  $3^  billion  increase  in  the  deficit  if  wage 
inflation  increases  an  extra  1  per  cent  per  year.  The  impact  is  shown 
to  rise  to  a  $10  billion  addition  to  the  deficit  by  1995. 

These  effects  on  the  deficit  would  be  somewhat  larger  with  the  more 
restrictive  monetary  policy  that  would  be  required  to  target  on  the 
exchange  rate. 

Figures  24  and  25  look  at  what  the  effects  would  be  of  a  relaxation 
of  the  projected  wage  restraints  on  the  public  debt.  These  show  a  cum¬ 
ulative  impact  on  the  debt  of  the  order  of  $40  billion  (4  per  cent  of  GNP) 
with  monetary  policy  targeting  on  Ml,  and  of  the  order  of  $50  billion 
(5  per  cent  of  GNP)  with  monetary  policy  targeting  on  the  exchange 
rate.  These  results  indicate  that  if  projected  public  sector  wage  re¬ 
straints  are  effective  in  reducing  public  sector  wages,  then  the  effects 
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on  the  deficit  and  on  the  future  debt  burden  would  be  nontrivial.  Even 
apparently  modest  restraints  have  cumulative  effects  which  would 
help  to  reduce  the  debt-to-GNP  ratio  in  future  years.  This  latter  result 
indicates  that  even  though  public  sector  wage  restraints  may  be 
undesirable  from  the  microeconomic  standpoint,  they  may  at  least  on 
occasion  have  some  beneficial  macroeconomic  effects. 

NOTES 

1  Peter  Dungan,  Mary  MacGregor,  and  Andre  Plourde  (1984) 
’National  projection  through  1995’  PEAP  Policy  Study  84-5,  Insti¬ 
tute  for  Policy  Analysis,  University  of  Toronto. 

2  The  projections  and  alternatives  were  carried  out  with  the  FOCUS 
macroeconometric  model  of  the  Institute  for  Policy  Analysis, 
University  of  Toronto.  See  Gregory  Jump  et  al.  (1985)  FOCUS: 
Forecasting  and  User  Simulation  Model  -  User's  Manual ,  Institute 
for  Policy  Analysis. 

3  Neil  Bruce  and  Douglas  D.  Purvis  (1984)  'Evaluating  the  deficit: 
the  case  for  budget  cuts’.  Policy  Commentary  No.  4  (Toronto:  C.D. 
Howe  Institute). 

4  Most  Statistics  Canada  time-series  data  are  for  'administration’ 
only.  FOCUS  attempts  to  define  the  public  sector  on  a  wider  basis 
(including,  for  example,  educational  and  social  health  care),  but  the 
construction  of  long  historical  series  for  the  concept  presents  a 
wealth  of  difficulties. 
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FIGURE  1 

Canada:  main  indicators 


FIGURE  2 

Government  total  and  current  and  capital  spending  (as  percentage  of  GNP) 
Per  cent 
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FIGURE  3 

Aggregate  and  federal  deficits  as  percentage  of  GNP 
Per  cent 
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FIGURE  4 

Federal  deficit  (unadjusted  and  inflation-adjusted)  as  percentage  of  GNP 
Per  cent 
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FIGURE  5 

Federal  debt  as  percentage  of  GNP 


Historical  figures  are  an  estimate  constructed  for  the  FOCUS  model. 


FIGURE  6 

Private  and  public  wage  inflation 


Historical  figures  are  FOCUS  model  constructs. 


FIGURE  7 

Private  and  public  sector  employment' 
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FIGURE  9 

Government  wages,  total  current  expenditures,  deficits  as  a  percentage  of  GNP 

%  of  CNF 


FIGURE  10 

Impact  of  wage  restraints  on  price  level 


Year 


FIGURE  11 

Impact  of  wage  restraints  on  price  level  (exchange-rate  target) 


FIGURE  12 

Impact  of  wage  restraints  on  GXP  (Ml  target) 


Year 


FIGURE  13 

Impact  of  wage  restraints  on  GXP  (Exchange-rate  target) 


FIGURE  14 

Impact  of  wage  restraints  on  government  balance  (Ml  target) 
Per  cent  of  no-6/5  case 
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FIGURE  15 

Impact  of  wage  restraints  on  government  balance  (exchange-rate  target) 
Per  cent  of  no-6/5  case 
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FIGURE  16 

Impact  of  wage  restraints  on  government  debt  (Ml  target) 


Year 


FIGURE  17 

Impact  of  wage  restraints  on  government  debt  (exchange-rate  target) 
$  billions 


FIGURE  18 

Impact  of  public  sector  wage  inflation  +  1%  (Ml  target) 
Per  cent  of  base  case 
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FIGURE  19 

Impact  of  public  sector  wage  inflation  +  1%  (exchange-rate  target) 
Per  cent  of  base  case 
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FIGURE  20 

Impact  of  public  sector  wage  inflation  +  1%  (Ml  target)  (with  private  sector  spillover) 
Per  cent  of  base  case 
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FIGURE  21 

Impact  of  public  sector  wage  inflation  +  1%  (exchange-rate  target)  (with  private  sector  feedback) 
Per  cent  of base  case 


05 

■'t 

05 

(M 

05 

O 

05 

00 

00 

oo 

Tt> 

oo 

<N 

00 


Year 


CD 

02 


<v 

C/2 


03 

OQ 


C/J 

0) 

o 

d 

_D 

d 

cu 


d 

u 

0) 

> 

o 

be 

Ih 

£ 

CO 

X 

-*-> 

d 

a 

(N  0) 

CM  > 

W’-g 

«  a 

HH  — 1 


C/2 

c 

o 


_Q 

«/> 


02 


CM 

02 


O 

02 


CO 

CO 


CD 

00 


00 


CM 

00 


mom 

i 


in 


o  in  o 

CM  CM  00 

I  I  I 


Year 


FIGURE  23 

Alternative  paths  for  government  balances 


Year 
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Comments 

Douglas  Purvis 


The  oft-repeated  joke  about  economists  never  reaching  a  conclusion 
has  again  been  quoted  at  this  conference.  It  has  also  been  suggested 
that  if  you  took  all  the  macroeconomists  in  the  world  and  placed  them 
end  to  end  across  the  Gobi  desert,  it  would  probably  be  a  very  good 
thing!  But  just  as  I  think  the  remark  about  economists  never  reaching 
a  conclusion  is  false,  I’m  happy  to  say  that  I  believe  this  second  re¬ 
mark  to  be  false  as  well. 

Macroeconomists  often  agree.  They  also  often  disagree,  of  course, 
but  nevertheless  the  amount  of  agreement  amongst  them  is  often 
underestimated  by  the  general  public. 

I  think  the  modelling  exercise  that  Professors  Dungan  and  Wilson 
have  presented  can  be  understood  as  a  demonstration  of  some  of  the 
agreement  amongst  macroeconomists.  One  way  that  we  can  interpret 
this  exercise  and  the  simulations  that  it  put  forward  is  as  an  attempt 
to  display  what  is  agreed  on  in  a  formal  and  explicit  manner  so  that  it 
can  be  subject  to  continual  and  further  scrutiny. 

I  think  we  are  all  indebted  to  Dungan  and  Wilson  for  performing 
this  very  useful  and  important  exercise.  They  do  it  exceedingly  well.  I 
have  some  quibbles  with  various  aspects  of  what  they  have  put  in 
front  of  us:  I  especially  get  quite  nervous  about  their  appearing  so 
confident  of  projections  that  run  out  a  full  ten  years  from  now,  when  I 
know  I  have  a  lot  of  trouble  trying  to  figure  out  what  interest  rates  are 
going  to  be  next  week.  But  such  quibbles  only  really  amount  to  minor 

Douglas  Purvis  is  Professor  of  Economist  and  Director  of  the  John  Deutsch  Institute  for 
the  Study  of  Public  Policy  at  Queen’s  University,  Kingston,  Ontario. 
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concerns  about  what  questions  they  expect  their  model  can  answer  in 
any  definitive  sense,  if  any. 

I  am  not  going  to  talk  in  detail  about  the  specific  results  that  they 
have  put  forward.  I  will  instead  try  to  put  the  exercise  in  a  slightly 
broader  context  by  discussing  some  of  the  main  issues  of  public  sector 
wage  controls  and  deficits,  as  I  perceive  them. 

Deficit  reduction 

The  first  item  on  the  agenda  for  this  session,  as  I  understand  our 
mandate,  is  to  talk  about  what  relations  exist  between  public  sector 
wage  controls  and  the  deficit.  If  we  are  meant  to  refer  to  the  current 
deficit,  then  I  think  that  is  an  easy  question  -  there  is  almost  no 
relation  between  the  two.  Concern  for  an  appropriate  public  sector 
wage-determination  process  and  concern  for  prudent  fiscal  policy  are 
both  well  founded.  But  I  think  that  concern  for  them  comes  for  quite 
separate  reasons  that  really  bear  little  relation  to  each  other. 

In  terms  of  reducing  the  current  federal-government  deficit,  there  is 
in  fact  very  little  mileage  to  be  gained  from  controlling  public  sector 
wages.  The  public  sector  wage  bill  represents  something  like  20  per 
cent  of  total  government  expenditure.  It  would  take  an  across-the- 
board  wage  cut  in  excess  of  five  per  cent,  which  would  be  a  very  severe 
wage  cut,  to  get  something  like  a  one  per  cent  cut  in  expenditure  on  a 
one-year  basis,  which  would  be  a  very  minor  reduction.  At  the  same 
time,  I  think  that  even  were  the  government  sector  in  surplus  right 
now,  we  might  still  be  talking  today  about  public  sector  wage  deter¬ 
mination.  It  is  a  problem  that  is  important  in  its  own  right  regardless 
of  whether  there  is  a  deficit  or  not. 

It  is  important  to  note,  however,  that  the  Dungan-Wilson  simula¬ 
tions  show  that  even  small  reductions  in  the  current  deficit  can  make 
a  significant  contribution  towards  controlling  future  deficits  through 
stemming  the  compound  growth  of  debt-service  requirements.  Hence, 
while  public  sector  wage  moderation  offers  little  to  those  hoping  to 
achieve  dramatic  reductions  in  current  deficits,  it  could  be  an  impor¬ 
tant  part  of  a  package  designed  to  achieve  longer-run  fiscal  prudence. 

Disinflation 

The  other  topic  for  discussion  that  has  been  tabled  for  this  session  is 
the  issue  of  public  sector  wage  controls  and  inflation.  I  am  going  to 
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read  this  to  mean  the  issue  of  public  sector  wage  controls  and  dis¬ 
inflation. 

Disinflation  is  something  we  have  learned  a  lot  about  in  the  rather 
long  and  difficult  process  of  reducing  the  underlying  rate  of  inflation 
in  the  economy.  As  a  result  of  this  learning  experience,  I  think  that 
there  is  a  good  deal  of  consensus  amongst  macroeconomists  about 
some  general  principles  of  what  is  involved  in  disinflation. 

I  will  try  and  summarize  this  agreement  in  presenting  the  follow¬ 
ing  two  propositions.  First,  in  order  to  permanently  lower  the 
inflation  rate  in  the  economy,  we  must  reduce  the  rate  of  growth  of 
nominal  demand  in  the  system.  That  is,  we  have  to  introduce  demand 
restraint.  There  is  debate  about  the  role  that  the  monetary-fiscal  mix 
could  play  in  getting  the  demand  restraint  into  the  system,  and  also 
about  the  role  of  the  deficit  in  undermining  the  attempt  to  introduce 
monetary  restraint.  Basically,  however,  there  is  no  doubt  that  a 
necessary  condition  for  reducing  the  underlying  rate  of  inflation  in  the 
economy  is  a  reduction  in  the  rate  of  growth  of  nominal  demand. 

The  second  proposition  about  which  there  is  (unfortunately)  a  con¬ 
sensus  is  that  in  the  process  of  permanently  lowering  the  inflation 
rate,  the  economy  must  experience  a  Transitory’  recession.  I  put 
transitory  in  quotes  because  the  recession  could  be  quite  prolonged 
and  quite  severe.  However,  once  the  underlying  rate  of  inflation  has 
come  down  and  has  been  built  into  the  institutional  arrangements 
that  operate  within  the  system,  the  system  will  go  back  to  full 
employment.  There  is  no  consensus  in  the  macroeconomic  profession 
that  high  inflation  will  mean  high  employment  in  the  long  run. 

This  temporary  recession  is  the  cost,  then,  of  lowering  the  under¬ 
lying  rate  of  inflation.  This  cost  comes  about  as  a  result  of  inertias  in 
the  system.  There  are  plenty  of  studies  that  attempt  to  explain  and 
understand  these  inertias.  I  think  it  is  fair  to  say  that  although  we 
are  a  long  way  from  agreeing  on  exactly  what  causes  these  inertias 
and  how  to  minimize  them,  we  do  agree  that  they  are  indeed  present, 
and  make  it  necessary  that  the  economy  go  through  a  recession. 

My  view  is  that  collective  bargaining  and  wage-settlement 
arrangements  in  general  are  a  fundamentally  important  source  of  the 
inertias.  Given  this,  I  see  the  wage-settlement  process  as  part  of  the 
cause  of  the  temporary  recession,  and  part  of  the  ultimate  resolution 
of  low  inflation  with  high  or  full  employment.  The  wage-bargaining 
process  must  eventually  come  to  grips  with  the  reduced  rate  of  growth 
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of  nominal  demand  and  allow  the  system  to  return  to  a  high  employ¬ 
ment  state. 

Wage  controls 

It  is  in  the  above  context  that  I  think  wage  controls  must  be  under¬ 
stood.  Wage  controls,  both  public  and  private,  must  not  be  seen  as  a 
substitute  for  either  demand  restraint  or  for  the  wage-determination 
process.  There  is  ample  evidence  to  suggest  that  to  try  and  slow  the 
rate  of  inflation  by  using  wage  controls  rather  than  demand  restraint 
is  just  asking  for  trouble.  Like  squeezing  a  balloon  while  pumping  air 
into  it,  eventually  it  is  going  to  explode  in  your  face.  The  UK  economy 
has  had  several  experiences  along  those  lines;  that  experience 
accounts,  in  large  part,  for  the  very  bad  name  that  wage  controls  have 
to  this  day  in  macroeconomics. 

I  am  also  not  persuaded  by  any  argument  that  there  is  a  need  for 
permanent  wage  controls  in  place  of  the  market  mechanism  for  wage 
determination.  My  suspicion  is  that  there  is  not  much  sympathy  in 
this  conference  for  that  view,  so  I  am  not  going  to  dwell  on  it.  The 
main  point  I  would  like  to  stress  is  that  any  form  of  controls  should 
only  be  employed  as  a  temporary  complement  to  the  demand-restraint/ 
wage-settlement  process. 

There  is  a  potential  for  wage  controls  to  provide  short-run  gains  or 
benefits  in  terms  of  allowing  the  goal  of  reduced  inflation  to  be 
achieved  with  less  unemployment  and  forgone  output.  The  evidence 
from  the  Canadian  economy  of  the  1970s  -  and  from  the  Anti-Inflation 
Board  (AIB)  experience  in  particular  -  has,  I  think,  persuaded  many 
macroeconomists  that  these  potential  short-term  benefits  should  be 
taken  seriously.  (Prior  to  the  AIB  experience,  the  profession  had 
tended  to  be  rather  skeptical  about  the  existence  of  any  potential 
benefits.)  However,  such  gains  or  benefits  must  be  weighed  against 
the  political  costs  inherent  in  making  undue  infringements  on  private 
sector  agreements.  And,  as  John  Crispo  emphasized  this  morning,  in 
the  long  run  controls  tend  to  undermine  rather  than  complement  the 
collective-bargaining  process. 

Public  versus  private  sector 

The  remaining  question  that  is  unresolved  is:  why  talk  only  about 
public  sector  controls?  All  the  arguments  that  I  have  put  forward  are 
arguments  about  the  potential  role  for  economy-wide  controls.  Public 
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sector  controls  obviously  have  more  political  appeal:  they  are  easier  to 
implement,  they  are  fairly  high-profile,  and  they  give  rise  to 
announcement  effects.  In  Canada,  they  are  often  introduced  with 
lengthy  political  statements  about  how  the  private  sector  cannot  be 
expected  to  bear  the  transition  costs  unless  the  public  sector  is  also 
willing  to  bear  them. 

In  the  economics  literature,  there  has  been  a  tendency  to  make  the 
differences  between  public  sector  and  private  sector  wage-settlement 
behaviour  appear  bigger  than  the  evidence  suggests  they  really  are. 
A  lot  of  the  evidence  that  we’ve  had  before  us  in  the  last  five  years, 
and  at  this  conference,  for  instance,  suggests  that  wage  and  payment 
patterns  in  the  public  sector  conform  rather  closely  to  those  in  the 
private  sector.  In  any  case,  I  will  conclude  by  noting  that  any  argu¬ 
ment  in  favour  of  direct  control  of  public  sector  wages  and  payments 
rests  more  on  political  and  -  in  Canada  -  constitutional  arguments 
than  on  economic  ones. 
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Rapporteur's  remarks 

Claude  E.  Forget 


INTRODUCTION 

We  have  in  this  volume  a  number  of  most  interesting  presentations 
that  address  a  wide  variety  of  issues.  Yet  most  if  not  all  of  them,  I 
believe,  focus  on  the  same  overriding  question:  given  the  flurry  of 
special  back-to-work  legislation,  public  expenditure-restraint  pro¬ 
grams,  strike  restrictions  that  affect  among  other  things  essential- 
services  determination  and  even  legislated  settlements,  is  collective 
bargaining  in  the  public  sector  irrevocably  compromised  or  perhaps 
even  already  dead? 

There  are  two  ways  in  which  an  answer  can  be  found  to  this 
question.  First,  one  can  take  a  hard,  critical  look  at  the  outcomes  of 
the  various  departures  from  collective  bargaining  as  well  as  of  collec¬ 
tive  bargaining  itself.  In  other  words,  one  can  examine  the  strengths 
and  weaknesses  of  various  compensation  patterns  in  the  public  sector. 
This  approach  is  more  or  less  the  one  that  most  of  the  contributors  to 
this  conference  have  taken.  Many  of  the  resulting  papers  provide 
illuminating  insight. 

Second,  one  can  take  a  hard  critical  look  at  the  processes  whereby 
public  sector  compensation  is  determined  in  practice,  including  not 
only  what  some  students  of  the  subject  would  consider  the  normal  or 
optimal  process  of  collective  bargaining  but  also  all  the  various 
institutional  arrangements  that  complement  and  occasionally  replace 
collective  bargaining. 

It  is  useful  to  remind  ourselves  that  this  conference  represents, 
after  all,  a  rather  narrow  constituency.  Here  are  people  whose  profes- 
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sional  lives  are  tied  up,  so  to  speak,  with  the  wage-determination 
process  in  the  public  sector:  professional  arbitrators  and  negotiators, 
civil  servants,  trade-union  leaders  and  academic  students  of  the 
subject,  all  with  somewhat  of  an  intellectual  or  other  vested  interest 
in  the  system  and  in  its  relative  insulation  from  the  outside  world. 

This  latter  thought  was  brought  home  heavily  to  me  when,  during 
some  of  the  conference  discussions,  some  of  the  participants  engaged 
in  a  rhetoric  of  abuse  and  invective.  The  object  of  their  wrath  was 
what  they  considered  to  be  the  ignorant,  short-sighted,  and  stupid 
interference  of  the  political  process,  and  by  implication  politicians,  in 
the  otherwise  smooth  process  of  collective  bargaining.  I  can  under¬ 
stand  perfectly  well  that  severe  frustration  may  indeed  be  generated 
in  those  who  are  personally  or  professionally  involved  in  the  bargain¬ 
ing  process  in  the  event  of  legislative  intervention.  When  social 
scientists,  however,  are  heard  to  express  similarly  intense  emotions, 
doubt  must  arise  as  to  whether  the  frame  of  reference  for  the  analyses 
and  the  debate  is  wide  enough.  If  what  frequently  happens  in  a  given 
field  of  human  activity  -  to  the  point  that  it  becomes  almost  a  pattern 
that  is  common  to  many  jurisdictions  -  is  characterized  only  as  the 
product  of  stupidity,  there  is  at  least  the  possibility  that  there  is 
something  missing  in  the  analysis  of  those  making  those  judgements. 

I  therefore  intend  to  structure  my  remarks  in  the  following  way. 
First,  I  will  review  various  papers  presented  at  the  conference  that 
represent  quite  useful  additions  to  the  literature  documenting  the 
quantitative  impact  both  of  the  public-sector-compensation  process 
and  of  various  'restraint  programs’.  To  anticipate  somewhat  our  con¬ 
clusions,  it  appears  quite  consistent  with  empirical  estimates  to  say 
that  some  form  of  wage  restraint  is  probably  both  necessary  and 
useful.  Second,  the  process  whereby  public  sector  compensation  is 
determined  was  also  discussed  in  a  very  illuminating  way  by  several 
participants  to  the  conference.  In  spite  of  a  fairly  evident  preference 
on  their  part  for  collective  bargaining  cam  strike,  one  is  struck  even 
more  by  something  that  has  all  the  appearances  of  a  trend  away  from 
that  process. 

Finally,  this  conference  would  not  serve  its  purpose  if  some  attempt 
were  not  made  to  account  for  this  rising  incidence  of  derogations  from 
collective  bargaining  in  the  public  sector.  Although  obtuseness  of 
mind  can  never  be  entirely  ruled  out  in  the  explanation  of  human 
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affairs,  we  owe  it  to  ourselves  to  at  least  consider  other  plausible 
explanations. 

THE  OUTCOMES  AND  THE  CONSEQUENCES 

One  set  of  papers  and  comments  focused  on  the  outcomes  and  con¬ 
sequences  of  alternative  compensation  systems  in  the  public  sector.  In 
those  analyses,  it  must  be  stated  that  criteria  were  brought  to  bear 
that  did  not  necessarily  have  anything  to  do  with  what  the  parties 
themselves  had  in  mind  or  would  recognize  as  an  objective.  In  other 
words,  they  are  not  criteria  that  are  internal  to  the  compensation- 
determination  process  but  rather  external  to  it.  We  shall  later  see 
that  -  particularly  for  those  whose  main  interest  lie  with  the  process  - 
that  is  not  an  approach  that  would  be  universally  accepted. 

For  the  moment,  however,  I  will  not  review  whether  the  parties 
themselves  consider  a  given  system  for  determining  compensation  to 
be  a  good  or  a  bad  one  but  whether  that  system  leads  to  results  that 
are  good  or  mediocre  from  a  more  detached  point  of  view. 

Richard  Layard  addresses  the  question  of  comparability  in  weekly 
earnings  between  the  public  and  private  sectors  in  Great  Britain. 
Because  he  uses  highly  aggregated  data,  his  wage  equation  does  not 
differentiate  between  an  expected-inflation  variable  and  a  catchup 
variable.  From  the  multiple-regression  results  he  obtains  using 
annual  data  for  the  period  1950  to  1981,  he  concludes  that  public 
sector  wages  are  sensitive  to  price  and  labour-market  variables  as  are 
private  sector  wages,  but  that  'public  sector  pay  is  determined  mainly 
by  comparability  with  the  private  sector’.  The  mechanism  for  this 
particular  transmission  of  economic  forces  is  twofold.  First,  public 
wage  increases  tend  to  track  the  private  sector  wages  of  half  a  year 
before;  second,  the  ratio  of  the  public  sector  wage  level  to  that  of  the 
private  sector  of  one  year  previously  brings  in  a  dampening  effect  on 
public  sector  wages  -  the  higher  the  ratio,  the  lower  will  be  the  speed 
of  wage  increases  in  the  public  sector.  Because  of  the  specification 
problem  mentioned  above,  there  is  a  possibility  that  the  strong 
private-to-public-sector  spillover  effect  reflects  the  catchup  effect  to 
unanticipated  inflation  that  has  been  demonstrated  in  studies  of 
Canadian  public  sector  wages  by  Auld,  ChristoFides,  Swidinsky,  and 
Wilton  (1979;  henceforth  the  ACSW  study).  In  such  a  case,  we  know 
that  the  stability  of  the  relationship  between  the  rate  of  change  in 
weekly  wages  and  inflation  as  well  as  labour-market  conditions  might 
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be  lost.  Indeed,  in  Layard’s  regressions,  labour-market  variables  (the 
unemployment  rate  or  the  number  of  vacancies  in  the  public  sector) 
are  not  statistically  significant. 

However,  taking  the  estimated  relationship  at  face  value,  Layard 
concludes  that  there  is  no  long-run  trend  in  public  vs.  private  sector 
relativities  in  Britain  and  that  the  direction  of  influence  (spillovers)  is 
from  the  private  sector  to  the  public  sector.  Those  findings  are  very 
reminiscent  of  those  of  the  above-mentioned  ACSW  study  where  the 
structure  of  the  wage  equations  for  the  Canadian  private  and  public 
sectors  was  essentially  the  same  (with  each  sector  potentially  able  to 
influence  the  other’s  wage  rates).  What,  however,  Layard  does  not 
show  here  is  the  way  in  which  these  outcomes  are  obtained.  In 
particular,  there  has  been  in  Britain  a  marked  cyclical  swing  in 
public-private  relativities  and  it  seems  that  the  downside  of  each 
swing  basically  reflects  a  period  of  public  sector  wage  restraint.  The 
Layard  study  itself  does  not  systematically  incorporate  those  restraint 
phases  and  therefore  the  public  sector  determination  process  it 
describes  is  of  the  'black  box’  variety:  no  one  can  be  quite  sure  what 
goes  on  inside.  One  can  surmise  that  if  the  model  did  formally  incor¬ 
porate  restraint  phases,  it  would  have  exhibited  a  significant  upward 
trend  in  relativities. 

The  Auld  and  Wilton  study  re-estimated,  as  it  applied  to  the 
Ontario  economy  for  the  period  between  controls  (April  1978  to 
December  1983),  the  wage-determination  model  developed  in  earlier 
studies  for  Canada  and  Ontario.  The  latter  study  confirms  the  high 
responsiveness  of  public  wages  to  anticipated  inflation  but  now 
subject  to  a  fairly  high  threshold  value.  The  appearance  of  this 
threshold  (i.e.,  a  large  negative  intercept)  follows  the  AIB  program  and 
constitutes  the  'structural  change’  in  the  wage  equation  that  appears 
due  to  the  1975-78  restraint  program. 

A  puzzling  aspect  of  the  Auld  and  Wilton  study  resides  in  the 
apparently  perverse  impact  of  the  1982  Ontario  public  sector  compen¬ 
sation  restraint  program.  Aggregating  together  all  the  Ontario  public 
subsectors,  that  program  appears  to  have  set  a  floor  to  wage  increases 
rather  than  a  ceiling.  However,  disaggregating  the  data  reveals  this 
result  to  be  misleading:  in  the  education,  local-government,  and 
provincial-government  subsectors,  restraints  were  effective  in  sub¬ 
tracting  1  or  2  per  cent  from  wage  increases.  Only  in  the  health 
subsector  do  the  restraints  appear  to  have  been  strongly  counter- 
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productive.  One  wonders  whether  the  same  result  would  have  held  if 
the  study  had  incorporated  the  influence  of  interprovincial  spillovers 
in  the  health  field -an  influence  that  casual  observations  would 
suggest  has  played  a  most  important  role  in  the  past. 

In  a  way,  the  Wilson  and  Dungan  paper  builds  upon  the  findings  of 
the  Auld  and  Wilton  paper  by  assuming  that  a  public  sector  wage- 
restraint  program  can  be  effective.  They  then  simulate  the  conse¬ 
quences  of  such  a  policy  of  restraint  for  the  consolidated  government 
deficit,  the  price  level,  the  public  debt,  employment,  and  the  GNP. 
Their  results  clearly  show  that  restraints  on  wages  can  have  sub¬ 
stantial  consequences,  particularly  when  they  apply  to  both  the  public 
and  private  sectors:  in  that  case  the  impact  on  the  level  of  GNP  and  on 
the  consolidated  government  deficit  can  be  important  or,  as  the 
authors  say  with  characteristic  understatement,  'nontrivial’. 

Finally,  Peter  Kirkham  addresses  the  issue  of  relative  levels  of 
compensation  in  the  public  and  private  sectors.  Reviewing  the 
evidence,  Kirkham  concludes  that  various  studies  that  compare  base- 
pay  rates  or  average  earnings  in  the  two  sectors  point  to  a  modest  but 
fairly  certain  differential  in  favour  of  the  public  sector.  However, 
what  is  more  significant  to  Kirkham  than  any  differences  in  public 
sector  rates  of  pay  compared  to  the  private  sector  are  the  differences  in 
staffing  ratios  and  reclassification  practices  within  the  public  sector. 
Those  weaknesses  of  personnel  management  in  the  public  sector 
create  a  context  where  labour  costs  are  unduly  heavy  in  the  public 
sector  even  though  public  sector  compensation  is  'not  grossly  out  of 
line’;  or,  put  another  way,  they  create  a  situation  where  wages  in  the 
public  sector  appear  to  be  reasonably  close  to  private  sector  wages 
only  because  jobs  being  compared  are  classified  as  equivalent  whereas 
they  are  really  not. 

Before  concluding  this  section  dealing  with  the  outcome  of  current 
public  sector  compensation  systems,  this  rapporteur  cannot  resist  the 
urge  to  underline  a  finding  that  is  present  in  several  other  empirical 
analyses  of  this  process  in  Canada  and  elsewhere. 

In  multiple-regression  analyses,  empirical  estimates  of  the  respon¬ 
siveness  of  public  and  private  sector  wages  to  inflation  invariably 
show  higher  values  for  public  sector  wages  than  for  private  sector 
ones.  This  is  true  of  the  ACSW  study:  even  though  the  respective  wage- 
determination  equations  are  found  to  be  structurally  identical,  the 
computed  total  responsiveness  to  inflation  works  out  at  0.94  for  the 
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public  sector  and  0.73  for  the  private  sector,  but  it  is  as  high  as  1.12  for 
the  nonfederal  public  sector  (excluding  police  and  firefighters).  In  the 
Auld  and  Wilton  study,  the  price-expectation  co-efficients  for  their 
public  sector  equations  are  typically  considerably  greater  than  one, 
whereas  in  their  private  sector  equations  they  are  0.86  or  less.  In  the 
Layard  regression  for  Britain,  a  similar  situation  can  be  observed,  and 
Christensen  (1981)  has  estimated  that  the  ratio  of  provincial  public 
sector  to  private  sector  wages  goes  up  as  a  result  of  inflation.  All  of 
this  lends  considerable  plausibility  to  the  view  that  in  a  such  a  period 
of  high  inflation  (and  relatively  high  unemployment)  as  Canada 
experienced  between  1974  and  1982,  there  exists  a  natural  tendency 
for  public  sector  wages,  particularly  at  the  provincial  level  where  they 
bulk  larger,  to  drift  up  and  away  from  private  sector  wages. 

To  sum  up,  one  may  make  the  following  observations  with  regard  to 
the  effects  of  the  current  compensation  process  in  the  public  sector: 

-  Even  if  there  is  substantial  parallelism  in  the  trends  of  public  and 
private  sector  compensation,  all  the  empirical  estimates  of  the  respon¬ 
siveness  of  public  and  private  wages  to  inflation  show  higher  values 
for  public  sector  wages  than  for  those  in  the  private  sector.  The  im¬ 
plication  is  that,  at  least  in  periods  of  high  inflation  such  as  that 
experienced  from  1974  to  1982,  there  is  an  underlying  tendency  for 
the  public  sector  to  generate  a  growing  differential  in  compensation 
levels  over  the  private  sector. 

-  Data  on  compensation  levels  in  the  two  sectors  (but  particularly  in 
the  public  sector)  reflect  the  effect  of  restraint  programs  that  can  be 
shown  to  have  been  effective  in  most  cases.  This  is  true  for  Canada,  as 
evidenced  by  the  structural  change  in  the  wage-determination  equa¬ 
tion  estimated  by  Auld  and  Wilton  before  and  after  the  Anti-Inflation 
Board’s  restraint  program  as  well  as  in  the  significant  negative  co¬ 
efficients  for  the  restraint  variable  for  the  1982  restraint  program  in 
Ontario.  Implicitly,  the  effects  of  public  sector  wage  restraints  are 
also  present  in  the  data  used  by  Layard  for  Great  Britain. 

-  Data  on  compensation  rates,  average  weekly  wages,  etc.,  that  are 
used  in  wage-determination  studies  hide  a  substantial  differential 
between  the  public  and  private  sectors  in  total  compensation  levels  for 
equivalent  work.  This  is  due  to  the  omission  of  marginal  benefits  such 
as  pensions  (Layard  reports  a  6.5  per  cent  advantage  for  the  public 
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sector  on  this  score  in  Britain)  and  job  security,  as  well  as  lack  of 
attention  to  personnel-management  practices  regarding  staffing 
ratios  and  reclassification  policies. 

THE  PROCESS 

A  second  set  of  papers  and  commentaries  reviewed  the  overall  process 
whereby  employee  compensation  is  determined  in  the  public  sector. 
We  put  in  this  set  the  major  papers  by  Kenneth  Swan,  Gene  Swimmer, 
and  Orley  Ashenfelter,  as  well  as  the  comments  made  by  Martin 
Teplitsky,  John  Crispo,  Jeff  Rose,  Sean  O’Flynn,  and  Douglas  Knott. 

Swan’s  paper  provides  a  most  interesting  cross-section  of  provincial 
legislation  and  their  respective  public  sector  compensation  processes. 
The  author  makes  use  of  Professor  Harry  Arthurs’  'five  model’  tax¬ 
onomy  of  public  sector  labour  relations.  Swan’s  analysis,  however,  is 
best  understood  as  making  a  distinction  between  the  'private  sector 
model’  (i.e.,  of  collective  bargaining  with  an  option  to  strike)  and  all 
other  models.  His  paper  gives  the  distinct  impression  that  the  private 
sector  model  now  represents  an  embattled  position  and  that  its 
proponents  are  fighting  a  rearguard  action  in  most  if  not  all  the 
provinces. 

The  author  finds  it  significant  that  a  number  of  provinces  'have 
found  it  unnecessary  to  enact  special  legislation  for  public  service 
collective  bargaining,  or  to  prohibit  strikes  by  public  servants,  or  to 
enact  restraint  legislation.’  Given  this,  Swan  concludes  that  'some 
doubt  [must  be  castl  upon  the  rationalizations  advanced  by  those 
jurisdictions  that  have  taken  any  or  all  of  these  actions.’ 

Questions  arise  as  to  what  is  now  the  rule  and  what  is  the  exception 
with  regard  to  public  sector  compensation-determination  processes. 
Swan  himself  leaves  little  doubt  that  only  Saskatchewan  and 
Manitoba  have  continued  to  follow  in  full  the  private  sector  model, 
while  British  Columbia,  Alberta,  Ontario,  and  Quebec  have  moved  a 
considerable  distance  from  the  private  sector  model. 

In  B.C.,  an  Essential  Services  Disputes  Act  has  been  in  force  since 
1977.  Further,  the  province  has  a  Compensation  Stabilization  Act,  a 
restraint  measure  that  was  passed  in  1982  and  made  permanent  in 
1983,  and  a  Public  Sector  Restraint  Act  that,  when  passed  in  1983, 
cancelled  all  the  job-security  provisions  in  any  existing  public  sector 
collective  agreements.  Thus,  Swan  states  that  this  legislation  'has  the 
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effect  of  rendering  compensation  increases  and  job  security  virtually 
non-negotiable  in  British  Columbia.’ 

In  Alberta,  a  1977  statute  prohibited  the  public  sector  broadly 
defined  from  striking,  and  provided  for  conventional  tripartite 
arbitration  with  standard  arbitral  criteria  for  the  same.  In  1983, 
however,  new  legislation  was  passed  that  established  arbitral  criteria 
'designed  to  suppress  wage  rates’,  mainly  by  making  mandatory  an 
external-comparability  criterion  requiring  arbitrators  to  consider 
both  unionized  and  nonunionized  private  sector  wages  and  other 
criteria  ordering  arbitrators  to  consider  the  'continuity  and  stability  of 
private  and  public  employment’  and  even  provincial  government 
fiscal  policy  in  making  their  decisions. 

In  Ontario,  an  absolute  ban  on  strikes  in  many  areas  of  the  public 
sector  has  long  been  in  effect.  In  1982,  that  province  adopted 
inflation-restraint  legislation  that  virtually  put  a  freeze  on  collective 
bargaining  and  followed  this  up  a  year  later  with  the  Public  Sector 
Compensation  Review  Act,  a  measure  that  somewhat  alters  the 
criteria  for  interest  arbitration  by  urging  (but  not  dictating)  that 
arbitrators  follow  government  anti-inflation  guidelines  in  determin¬ 
ing  appropriate  wage  increases. 

Since  1975,  Quebec  has  had  an  essential-services  legislation,  going 
through  all  the  permutations  of  that  approach  at  least  as  regards 
hospital  employees,  not  to  mention  a  very  large  number  of  back-to- 
work  and/or  legislated  settlements  in  education  and  the  public  service 
itself.  In  1982,  it  legislated  a  rollback  of  compensation  levels  and, 
later  in  the  same  year,  imposed  collective  agreements  that  were  to 
remain  for  a  three-year  period.  In  1984,  the  government  introduced  a 
bill  that  would  have  basically  made  compensation  increases  non- 
negotiable.  However,  it  was  finally  adopted  in  a  much  watered-down 
version. 

Despite  the  evidence  of  shifts  in  public  policy  regarding  the 
determination  of  public  sector  compensation,  Swan’s  paper  reveals  no 
clear  overall  trend.  For  instance,  how  many  public  sector  employees 
have  been  'covered’  by  one  or  the  other  of  the  various  alternative 
compensation-determination  models  that  favour  collective  bargaining 
with  binding  arbitration;  collective  bargaining  under  an  essential- 
service  rule  with  a  limited  strike  option;  or  a  legislated-settlement 
situation?  Such  statistics  would  be  difficult  to  compile  and  may  be 
beyond  the  resources  of  a  single  researcher.  However,  in  their  ab- 
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sence,  the  reader  is  left  free  to  draw  his  or  her  own  conclusions. 
Swan’s  conclusion  seems  to  be  -  despite  an  obvious  preference  for  the 
privatesector  model  -  that  'after  nearly  two  decades  of  effective  collec¬ 
tive  bargaining,  public  sector  labour  relations  in  this  country  are  now 
in  considerable  difficulty.  .  .  .  Less  and  less  do  governments  appear 
inclined  to  distinguish  between  their  duties  as  employer  and  as 
legislator.’  This  rapporteur  can  only  concur  with  that  conclusion. 

Second  opinions 

Gene  Swimmer  does  not  give  up  easily  on  his  belief  that  the  private 
sector  model  should  prevail  against  all  odds.  As  his  title  suggests,  he 
is  strongly  attached  to  collective  bargaining  with  the  right  to  strike, 
and  sees  this  as  the  'best’  system  for  determining  compensation.  His 
paper  is  concerned  with  surveying  and  appraising  the  variegated 
process  and  rules  that  have  governed  public  sector  compensation  in 
Ontario. 

However,  the  most  important  contribution  that  Swimmer  has  made 
in  this  paper  is  his  attempt  to  spell  out  and  apply  a  principle  for 
choosing  between  various  dispute-resolution  mechanisms;  or,  to  be 
more  precise,  between  collective  bargaining  under  threat  of  a  strike 
and  collective  bargaining  under  threat  of  third-party  arbitration. 
This  principle  is  one  that  often  has  been  recommended.  In  Swimmer’s 
words,  it  is  this:  'a  good  dispute-resolution  mechanism  is  one  that  is 
rarely  used’.  He  then  proceeds  to  show  that  agreement  is  reached 
more  frequently  when  a  strike  is  the  alternative  than  when 
arbitration  must  be  resorted  to  in  the  event  of  an  impasse  between  the 
parties:  'Impasses  are  more  than  twice  as  frequent  under  arbitration 
than  under  the  strike-based  system  (32  per  cent  of  contracts  covering 
37  per  cent  of  employees  .  .  .  compared  to  13  per  cent  of  contracts 
covering  18  per  cent  of  employees  ...)’.  These  figures  refer  to  data  for 
public  employee  bargaining  units  of  200  or  more  persons  over  the 
period  January  1979  to  September  1982  when  no  controls  were  in 
effect. 

Granting  the  validity  of  these  figures,  what  real  significance  do 
they  possess?  The  implicit  assumption  being  made  in  Swimmer’s 
analysis  is  that  as  long  as  the  parties  agree  on  anything,  then  the 
process  that  had  led  to  this  agreement  is  best,  not  only  from  the  point 
of  view  of  the  parties  involved  but,  in  general,  for  the  whole  of  society 
as  well.  But  we  may  ask:  when  parties  to  collective  bargaining  reach 
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an  agreement,  are  they  implicitly  indicating  that  the  particular 
negotiating  process  through  which  that  particular  agreement  has 
been  reached  is  best?  There  is  no  reason  to  believe  so.  When,  for 
instance,  parties  come  to  an  agreement  under  threat  of  a  strike,  that 
may  mean  that  they  prefer  a  rbad’  agreement  to  a  strike  because  of  the 
costs  associated  with  a  strike.  The  lower  rate  of  impasses  under  the 
strike-based  system  may  therefore  mean  that  parties  fear  or  dislike 
third-party  arbitration  less  than  they  do  strikes  and  so  in  no  way 
could  be  said  to  reflect  an  assumed  preference  for  the  strike-based 
system  over  the  arbitration-based  system.  Neither  does  it  tell  us  that 
the  strike-conditioned  settlement  is  in  any  'objective’  way  better  than 
the  arbitration-conditioned  settlement. 

In  fact,  the  principle  suggested  by  Swimmer  of  selecting  that 
dispute-resolution  mechanism  which  is  the  least  used  is  tautological: 
it  does  not  tell  us  anything  that  we  should  not  already  know  by 
looking  at  the  statistics  -  that  is,  that  people  tend  to  reject  the  strike 
more  than  they  reject  arbitration.  It  does  not  tell  us  anything  about 
what  people’s  preferences  are  for  the  various  mechanisms  available  or 
about  the  relative  average  success  in  implementing  the  outcomes  of 
each  system.  It  thus  cannot  help  us  to  choose  one  compensation- 
determination  mechanism  over  another. 

One  finds  in  Swimmer  -  and  in  others  at  this  conference  who  sup¬ 
port  the  private  sector  model  -  considerable  concern  over  account¬ 
ability.  As  Swimmer  puts  it,  'interest  arbitration  is  a  form  of 
"regulatory  protectionism”  that  can  shield  governments  from  political 
accountability.’  He  goes  on  to  say  that  'The  government  has  further 
shielded  itself  from  the  bargaining  process  through  decentralizing  the 
locally  elected  hospital  and  school  boards.’ 

It  certainly  is  a  tenet  of  democracies  that  governments  ought  to  be 
held  accountable  for  what  they  do.  But  what  are  the  implications  of 
such  a  criterion  of  accountability  when  it  comes  to  choosing  between 
different  compensation-determination  systems  in  the  public  sector? 
Why  should  the  range  of 'accountable  choices’  be  limited  to  bargaining 
with  the  right  to  strike  or  bargaining  with  arbitration?  Surely  all  the 
more  directive  systems,  from  those  employing  mandated  arbitration 
standards  (including  government’s  fiscal  policy)  to  those  that  include 
legislated  working  conditions  are  consistent  with  this  notion  of 
accountability  -  even  more  so. 
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In  a  most  relevant  aside,  Swan  observes  that  'it  is  the  two  provinces 
in  which  public  sector  unions  have  engaged  .  .  .  most  intensely  in 
political  activity  where  the  governments  concerned  have  found  it 
necessary  to  involve  the  legislature,  a  political  body,  in  the 
negotiation  process  .  .  .  sowing  political  wind  [thus]  may  well  reap  a 
legislative  whirlwind’.  This  is  profoundly  true:  the  'political 
accountability  and  visibility’  or  'transparency’  of  the  process  literally 
forces  the  ultimate  public  sector  employer  to  act  as  a  legislator.  The 
call  for  accountability  and  visibility  in  the  government’s  role  is 
therefore  hard  to  jibe  with  the  very  hard  appraised  politicians’  'lack  of 
economic  literacy  and  cynicism’  and  with  the  designation  of  controls, 
legislated  settlements,  etc.  as  'abominations’  or  'stupid  legislation’  in 
the  words  of  some  at  the  conference. 

To  be  honest,  a  lot  of  arguments  heard  refer  to  a  simple  choice  to  be 
made  between  two  alternatives:  collective  bargaining  cum  strike  and 
collective  bargaining  cum  arbitration.  The  criteria  suggested  as  an 
aid  to  making  this  either/or  choice  between  the  two  systems  tends  to 
give  the  advantage  to  the  strike-based  system.  All  other  systems  for 
determining  public  sector  compensation  aside  from  these  two  are  not 
even  considered  valid  alternatives.  For  reasons  that  I  shall  presently 
explain,  this  probably  reflects  the  nearsightedness  of  practitioners 
and  professional  students  of  the  subject  more  than  any  inherent 
inferiority  of  at  least  some  alternative  arrangement  now  allegedly 
beyond  the  pall  of  informed  debate. 

However,  before  moving  on,  it  should  be  said  that  arbitration  as  a 
process  did  have  its  defenders  at  this  conference.  Teplitsky  argued 
very  ably  and  convincingly  that  arbitration  is  more  an  extension  of 
than  a  derogation  from  collective  bargaining  in  two  ways.  First,  it  is 
an  extension  of  the  process  in  being  -  in  order  to  be  successful  -  a 
process  that  leads  the  parties  to  accept  an  award  that  they  could  not 
have  openly  agreed  to  earlier.  Second,  it  is  a  process  that  makes 
extensive  use  of  the  comparability  criteria,  and  therefore  one  that  is 
very  dependent  upon  a  general  context  of  freely  negotiated 
settlements.  Finally,  Ashenfelter,  for  his  part,  summarized  research 
that  tends  to  show  that  arbitration  awards  conform  to  a  consistent 
pattern  that  is  more  complex  than  the  naive  'difference  splitting’ 
hypothesis  would  lead  us  to  believe:  he  showed  that  under  a  given 
system,  arbitrators  develop  and  act  upon  a  rather  well-defined  notion 
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of  what  is  'fair',  but  not  necessarily  of  what  is  'right’  in  any  objective 
sense. 

CONCLUSIONS 

Collective  bargaining  in  the  public  sector  does  not  take  place  in  a 
vacuum  -  it  responds  to  and  reflects  economic  forces.  On  this  matter, 
it  appears  that  collective  bargaining  with  the  right  to  strike  generally 
provides  a  better  reflection  of  economic  realities  than  collective  bar¬ 
gaining  cum  arbitration.  But  even  if  this  is  true,  the  matter  cannot 
rest  there.  The  point  that  must  be  noted  is  that  although  public  sector 
collective  bargaining  cum  strike  reflects  economic  forces,  it  does  so  in 
a  way  that  is  in  some  cases  materially  different  from  the  way  the  same 
forces  are  reflected  through  collective  bargaining  in  the  private  sector. 
For  example,  in  a  period  of  relatively  high  inflation  such  as  that 
experienced  in  most  developed  countries  between  1974  and  1982, 
empirical  studies  are  strongly  suggestive  of  the  existence  of  an 
upward  drift  in  the  public/private  compensation  ratio. 

This  being  the  case,  it  is  inevitable  that  processes  other  than 
collective  bargaining  cum  strike  will  be  experimented  with.  'Account¬ 
ability’  has  come  back  with  a  vengeance  not  only  because  of  the 
budgetary  impact  of  the  afore-mentioned  drift  over  time  but  because 
of  the  public-choice  context  in  which  decisions  about  the  public  sector 
wage-determination  process  are  being  made. 

In  this  latter  public-choice  context,  the  concept  of  comparability  has 
played  a  role  that  the  main  participants  in  the  public  sector  wage- 
determination  process  have  perhaps  underestimated.  For  instance, 
when  the  private  sector  model  of  wage  determination  was  introduced 
into  the  Canadian  public  sector  -  by  itself  a  move  that  represented  a 
major  departure  from  the  past  as  well  as  from  the  practice  followed  in 
most  countries  -  public  sector  wages  were  widely  perceived  to  justify 
considerable  catching-up  before  comparability  could  be  achieved.  At 
that  time,  comparability  was  the  declared  goal  of  everyone.  Although 
the  concept  and  the  underlying  measurement  difficulties  were  left 
vague,  the  objective  appeared  legitimate  and  worthy  of  widespread 
support  and  that  was  all  that  mattered.  Experience  since  then,  how¬ 
ever,  has  led  to  an  erosion  of  this  consensus. 

From  time  to  time,  as  is  to  be  expected  under  Canada-wide  collec¬ 
tive  agreements  (and  hence  working  conditions)  in  the  federal  civil 
service  or  under  province-wide  arrangements  for  provincial  employ- 
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ees,  even  crude  wage  rates  for  some  groups  in  the  public  sector  have 
exceeded  private  sector  wages.  When  notice  was  taken  not  only  of 
differing  pay  levels  but  of  differences  in  classification  policies,  staffing 
ratios,  and  pension  benefits,  a  very  wide  segment  of  the  working 
population  in  the  private  sector  felt  discriminated  against.  What  may 
have  triggered  much  of  the  animosity  towards  public  sector  unions 
and  employees  was  the  vivid  contrast  in  job  security  between  the  two 
sectors  in  the  exceptionally  deep  recession  of  recent  years.  Whatever 
the  case,  when  the  general  public’s  sense  of  fairness  is  deeply 
wounded,  the  political  consequences  are  bound  to  be  far-reaching. 
There  is  now  a  feeling  that  comparability  is  a  fraud  that  has  been 
perpetrated  on  the  general  public  both  as  taxpayers  and  as  private 
sector  employees.  The  perceptible  loss  of  interest  on  the  part  of  public 
sector  unions  with  regard  to  the  notion  of  public/private  parity  in 
working  conditions  now  that  they  have  at  least  achieved  it  makes  the 
concept  appear  to  have  been  used  as  a  public-relations  slogan  and  a 
very  effective  one  at  that  in  building  a  consensus  for  the  private  sector 
model  of  collective  bargaining  for  public  sector  compensation.  The 
irritation  is  further  compounded  by  the  newly  discovered  methodo¬ 
logical  pitfalls  in  the  making  of  comparability  studies.  It  turns  out 
that  there  has  always  been  an  important  distinction  to  be  made 
between  the  public  and  private  sector  processes  of  compensation 
determination. 

Some  elements  of  social  and  economic  policy  have  from  time  to 
time  been  superimposed  on  the  'normal’  collective-bargaining  process 
in  the  public  sector.  This  occurred,  for  instance,  when  the  lowest-paid 
public  employees  were  willingly  given  above-market  working  con¬ 
ditions.  It  also  occurred  when  male-female  wage  differentials  were 
removed.  Both  moves  were  openly  justified  on  the  basis  of  wider 
public-policy  goals  and  not  just  as  the  outcome  of  a  negotiating 
process.  At  the  time,  these  injections  of  exogenously  determined 
conditions  into  collective  agreements  naturally  provoked  no  objection. 
However,  did  these  actions  not,  in  a  sense,  set  a  precedent?  The  public 
sector  -  and  even  the  public  sector  employee’s  compensation  package  - 
came  to  be  seen  as  the  natural  and  immediate  domain  for  the 
implementation  of  public  policies. 

The  focus  of  social  and  economic  policies  shift  over  time.  Currently, 
there  is  much  concern  over  the  size  of  public  sector  deficits,  the  level  of 
taxation,  and  the  share  of  GNP  absorbed  by  governments.  Such 
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concerns  are  relatively  recent,  but  the  fact  that  they  are  reflected  in 
various  public  sector  restraint  programs  is  not  by  itself  a  new 
phenomenon. 

The  right  to  strike 

Strikes  in  public  services  probably  constitute  the  foremost  example  of 
a  public-sector-induced  externality.  Swimmer’s  argument  that  tax¬ 
payers  are  the  real  ultimate  employers  of  public  employees  is  tanta¬ 
mount  to  treating  the  entire  machinery  of  government  as  a  'veil’  that 
can  easily  be  torn  away;  it  is  not  a  very  realistic  assumption.  In  public 
sector  strikes,  the  public  really  plays  the  unenviable  role  of  the 
innocent  bystander.  As  a  consequence,  the  ending,  through  back-to- 
work  legislation  or  otherwise,  of  public  sector  strikes  must  be  treated 
just  like  any  other  'public  good’.  Voters  in  democratic  countries 
should  be  able  to  express  their  preferences  for  that  much  in  the  same 
way  as  they  would  express  their  preferences  for  any  other  public 
goods. 

It  is  in  order  to  allow  the  coexistence  of  the  private  sector  model  of 
wage  determination  in  the  public  sector  and  the  democratic  process 
that  essential-services  designation  procedures  were  devised.  It  would 
seem  that  as  far  as  the  effectiveness  of  those  procedures  are  concerned, 
the  jury  is  still  out  and  deliberating.  The  first  -  and  somewhat  tech¬ 
nical  -  difficulty  of  the  concept  and  of  most  existing  designation 
procedures  is  that  they  call  for  a  compensation-determination  process 
different  from  the  collective-bargaining-cum-strike  one  (possibly 
involving  binding  arbitration)  if  essential-service  workers  are  to  be 
found  in  large  numbers.  They  thereby  undermine  one  of  the  very 
foundations  upon  which  the  procedure  itself  is  resting,  namely,  the 
private  sector  model.  More  fundamentally,  the  concept  of  'essential 
services’  is  possibly  inconsistent  with  the  concept  of  the  public  service 
as  a  whole.  Why  are  some  services  'public’  services  if  not  because  they 
are  in  some  sense  deemed  to  be  essential? 

Collective  bargaining  cam  strike  in  the  public  sector  has  come  to  a 
crossroads.  The  very  large  departures  from  that  so-called  private 
sector  model  that  have  become  increasingly  popular  over  the  past  few 
years  across  Canada  are  more  than  temporary  aberrations.  The  pub¬ 
lic,  hence  political,  nature  of  the  public  sector  cannot  be  denied  or 
undone.  In  this  context,  the  viability  of  any  private  sector  model,  for 
compensation  determination  or  anything  else  in  the  public  sector, 
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must  remain  in  question.  The  question  is:  can  public  services  be 
privatized  only  in  part? 

Unions  have  been  discovering  that  the  public  sector  operates  under 
very  specific  constraints.  It  would  not  be  unkind  to  remind  them  that 
others  made  a  similar  discovery  quite  a  long  time  ago!  It  may  be  that 
the  balance  of  advantages  and  inconveniences  is  such  that  some  public 
services  should  be  'returned’  to  the  private  sector  and  that  some  of  the 
characteristics  of  public  sector  compensation  as  well  as  those  of  the 
compensation-determination  process  have  to  enter  the  equation. 
Whatever  judgements  may  be  passed  on  such  questions,  those  may 
very  well  be  the  only  relevant  questions  that  should  be  addressed. 

In  the  meantime,  however,  the  existing  compensation-determina¬ 
tion  processes  in  the  Canadian  public  sector  will  continue  to  evolve. 
On  the  basis  of  the  papers  presented  at  this  conference,  it  can  be  said 
that  this  evolution  appears  to  be  taking  place  along  a  number  of 
routes: 

-  Mandated  arbitration  criteria  have  made  their  appearance  in  some 
jurisdictions.  Their  effect  on  these  jurisdictions  will  be  watched 
closely  and,  if  considered  successful,  are  likely  to  become  more  wide¬ 
spread.  They  allow,  in  principle,  strikes  to  be  avoided  and  counteract 
the  observed  tendency  of  third-party  arbitration  to  fully  compensate 
for  inflation  while  generally  ignoring  labour-market  signals  as  long 
as  they  would  suggest  restraint. 

-  Collective  bargaining  either  with  the  strike  or  with  binding 
arbitration  as  a  dispute-resolution  procedure  might  continue,  but  past 
experience  suggests  that  such  a  process  is  incomplete  by  itself. 
Because  of  public-compensation  'drift’,  the  collective-bargaining  pro¬ 
cess  can  be  expected  to  be  accompanied  by  periodic  'restraint  phases’. 
Such  restraint  exercises  should  not  be  seen  as  derogations  but  rather 
as  natural  and  inescapable  complements  to  the  private  sector  model 
when  it  operates  in  the  public  sector  context. 

-  The  collective-bargaining  model  (again,  with  or  without  the  strike) 
may  be  abandoned  altogether  in  favour  of  legislated  compensation 
standards.  Bargaining  may  perhaps  in  future  be  restricted  to  non¬ 
wage  working  conditions.  There  were  for  a  time  signs  that  events 
were  moving  in  this  direction  at  least  in  Quebec. 
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Discussion 


GENE  SWIMMER:  I  think  there  were  three  or  four  facts  you  referred  to 
that  were  not  true  and  I  think  we  should  correct  them.  In  particular, 
on  the  issue  of  comparability,  I  don’t  see  the  logic  of  saying,  'Look  - 
we’ve  got  a  pension  system  that’s  too  good  in  the  public  sector,  there¬ 
fore  we’ve  got  to  penalize  unions  through  controls.’  Unions  don’t  have 
any  say  over  the  pension  system  in  the  public  sector;  it’s  a  non- 
negotiable  item.  The  same  thing  is  exactly  true  of  the  classification 
system.  If  there’s  too  much  overclassification,  get  rid  of  your 
managers.  Don’t  set  up  controls. 

I  think  the  issue  of  comparability  has  been  overstated.  We’re 
talking  about,  in  the  federal  government,  a  group  of  employees  that 
are  virtually  entirely  unionized  and  when  he  talks  about  compar¬ 
ability  he  is  comparing  unionized  employees  in  the  public  sector  to  a 
mixture  -  three-quarters  nonunionized  and  one-quarter  unionized  -  in 
the  private  sector. 

Chris  Robinson  has  done  some  important  empirical  work  that 
shows  that  being  in  the  public  sector  per  se  has  no  impact  on  wages. 
Unions  raise  wages  in  the  private  sector  and  in  the  public  sector,  so  all 
of  these  arguments  about  comparability  should  be  applied  to  the 
private  sector. 

Another  point  not  mentioned  was  that  all  studies  show  that, 
through  the  entire  intercontrol  period  in  Ontario,  public  sector  wages 
were  below  private  sector  wages,  not  above.  In  the  federal  govern¬ 
ment  from  1966  to  1982,  they  were  1  per  cent  below  the  private  sector. 

The  advantage  of  the  public  sector  may  be  politically  saleable  but 
it’s  based  on  lies.  The  data  is  clear  and  is  not  in  line  with  what  we  are 
hearing. 

KENNETH  SWAN:  There  are  a  number  of  ways  in  which  the  notion  of 
comparability  is  used.  The  ones  that  I  think  are  most  satisfactory  are 
when  it  is  used  as  a  tool  for  wage  determination  and  when  it  is  also 
recognized  from  the  beginning  that  it’s  an  inexact  measure,  that  it 
won’t  produce  complete  symmetry  between  the  two  sectors  at  any 
given  time,  but  that  it  might  over  a  longer  time.  So  I  think  com¬ 
parability  might  have  been  used  at  the  same  time  in  two  different 
ways  by  our  speaker.  As  someone  who  has  been  converted  on  the  road 
away  from  Damascus,  that  is  to  say,  away  from  the  notion  of  the 


254 


efficacy  of  comparability,  I  think  I  would  just  like  to  make  that 
comment  on  that  particular  concept. 

CLAUDE  FORGET:  I  do  not  repent  in  any  way  having  stated  that,  as  I 
read  them,  empirical  studies  in  this  country  and  in  the  United  States 
do  show  that  there  is,  as  far  as  wages  are  concerned,  some  differential 
in  favour  of  the  public  sector.  But  that’s  only  one  element  and  I  don’t 
suppose  that  it’s  the  main  element. 

The  public’s  perception  of  fairness  is  crucial  to  understanding  why 
governments  act  as  they  do  with  respect  to  the  process  of  bargaining 
in  the  public  sector.  The  recent  recession  has  been  very  eloquent  - 
while  people  were  losing  their  jobs  in  the  private  sector,  those  who  lost 
their  jobs  in  the  public  sector  were  few  and  far  between.  You  don’t 
need  to  be  very  expert  at  numbers  to  understand  what  the  impli¬ 
cations  of  that  are.  There’s  a  feeling  that  one  group  is  privileged  over 
another  group,  and  that  feeling  is  very  important.  If  there  were  no 
other  ingredient  in  the  picture,  that  would  be  the  determining  one. 

I  think  there  are  plenty  of  other  elements  that  are  supported.  I 
suppose  that  one  can  quibble  about  the  numbers  and  their  signi¬ 
ficance,  but  I  am  satisfied  that  the  discrepancy  is  there. 

What  I  think  has  hurt  the  whole  notion  of  comparability  most,  and  I 
will  end  on  this,  is  that  ten  or  fifteen  years  ago,  it  was  seen  as  an 
element  of  a  social  consensus,  imprecise  and  hazy  as  it  might  have 
been.  Now  it  is  seen  as  just  another  public-relations  exercise  for 
people  who  are  trying  to  catch  up  with  something  or  other.  It  has  lost 
its  value  as  an  element  of  social  consensus.  Now  this  must  have 
political  consequences  and  that  was  what  I  was  drawing  attention  to. 

JACK  BIDDELL:  I  am  disappointed  that  I  have  heard  so  little  about  the 
subject  of  inflation.  There  has  been  criticism  about  the  government 
coming  in  with  restraint  programs,  criticism  of  the  federal  program  in 
1975-78,  and  criticism  of  the  people  who  were  running  those  pro¬ 
grams.  But  the  basic  reason  for  controls  -  and  the  only  reason  in  my 
view  -  was  to  try  and  contain  inflation.  We  felt  that  left  to  the  un¬ 
abashed  acceptance  of  the  principle  that  one  is  entitled  by  any  means 
to  get  much  more  money  next  year  doing  just  what  one  did  this  year, 
we  could  do  nothing  to  contain  inflation.  And  if  we  don’t  contain 
inflation,  then  all  of  the  rights  that  we  have  been  trying  so  hard  to 
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protect,  and  are  complaining  about  being  eroded,  will  avail  us 
nothing. 

MR.  CARRUTHERS:  I  am  a  teacher  at  the  University  of  Ottawa  and  I 
have  just  returned  from  four  months  in  an  equatorial  country,  where 
there  is  no  collective  bargaining,  no  loyal  opposition  -  what  opposition 
there  is  are  political  prisoners  in  various  jails  -  and  where  the  labour 
leaders  have  been  co-opted  into  the  government  and  are  paid  to  do  the 
government’s  bidding.  The  private  sector  is  moribund  and  there’s  300 
per  cent  inflation  for  basic  foodstuffs.  Our  society  knows  the  meaning 
of  a  loyal  opposition,  of  freedoms  and  their  many  manifestations,  and 
understands  the  conflicts  of  freedoms  and  the  need  to  reconcile 
freedoms  which  we  are  going  to  be  struggling  with  for  a  very  long  time 
under  the  Charter.  We  talk  to  each  other  in  a  sophisticated  way, 
understand  the  kinds  of  issues  that  we  have  all  grown  up  with,  and 
appreciate  the  confusions  that  prevail  in  our  society.  We  understand 
why  they  prevail  -  and  more  importantly,  have  a  will  to  understand 
them  and  to  do  something  about  them,  the  kind  of  will  and  under¬ 
standing  that  simply  doesn’t  exist  in  so  many  other  parts  of  the  world. 

I  for  one  am  very  grateful  to  the  Ontario  Economic  Council  for 
organizing  this  conference  and  bringing  us  all  together  to  give  us  an 
opportunity  to  demonstrate  these  qualities,  which  I  think  are 
inestimably  more  important  as  common  ground  amongst  us  than  the 
areas  of  conflict  that  we  have  been  quite  properly  exploring  for  the 
last  day  and  a  half.  Thank  you  very  much. 
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Appendix: 

An  overview  of  public  sector 
compensation 

Alekos  Athanassakos,  Kevin  Dowd,  and  Jacob  Levenstein 


INTRODUCTION  AND  SUMMARY 

The  purpose  of  this  paper  is  to  provide  a  brief  overview  and  some  back¬ 
ground  on  a  number  of  the  public  sector  issues  that  are  raised  in  this 
conference  volume  on  government  employees.  We  have  brought  these 
issues  together  under  three  broad  sections  that  cover:  a)  what  public 
sector  workers  should  be  paid  -  here,  we  discuss  issues  such  as  fair¬ 
ness  and  incentives  in  the  public  sector,  and  pay  comparability  with 
the  private  sector;  b)  dispute  resolutions  in  the  public  sector  -  we 
question  whether  or  not  public  sector  workers  should  have  the  right  to 
strike,  if  there  should  be  some  arbitration  procedure  established  to 
resolve  disputes,  and  so  on;  and  c)  the  effects  of  the  several  attempts  at 
imposing  'controls’  over  public  sector  wages  -  first  with  the  Anti- 
Inflation  Board  (1975-78)  and,  more  recently,  with  the  federal  'six  and 
five’  and  provincial  'inflation  restraint’  programs  -  on  public  sector 
wages,  inflation,  and  deficits. 

We  shall  now  proceed  to  review  each  of  these  broad  headings  in 
turn.  At  this  juncture,  we  would  like  to  emphasize  that  our  discussion 
is  not  meant  to  be  comprehensive  or  definitive,  and  is  only  intended  to 
provide  a  brief  background  on  and  introduction  to  some  of  the  issues 
raised  by  public  sector  workers.  For  a  deeper  treatment  of  some  of 
these  issues  the  reader  is  referred  to  the  references  presented  at  the 
end  of  this  paper  as  well  as  the  other  papers  in  this  conference  volume. 


Alekos  Athanassakos  is  a  Research  Officer  with  the  Ontario  Economic  Council. 

Kevin  Dowd  and  Jacob  Levenstein  are  Research  Assistants  with  the  Ontario  Economic 
Council. 
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Public  sector  wages  and  private  sector  comparability 

A  number  of  issues  relate  to  the  level  of  public  sector  wages.  A 
primary  one  is  whether  public  sector  wages  are  higher  or  lower  than 
those  in  the  private  sector,  and  why.  Two  reasons  are  often  given  by 
those  who  would  argue  that  public  sector  workers  are  better  paid  than 
those  in  the  private  sector.  One  is  that  public  sector  unions  are 
stronger.  The  other  relates  to  the  political  pressure  that  public  em¬ 
ployees  can  exert.  It  is  generally  agreed  that  some  public  sector 
workers  have  a  kind  of 'monopoly  power’  that  enables  them  to  bid  for 
higher  wages.  On  the  other  hand,  however,  one  ought  to  bear  in  mind 
that  public  sector  unions  are  often  deprived  of  the  right  to  strike  and 
are  thus  unable  to  make  their  unions  or  their  monopoly  power 
effective. 

The  empirical  evidence  for  Canada  seems  to  suggest  that  some 
public  sector  workers  do  earn  more  than  their  private  sector  counter¬ 
parts,  and  that  this  is  to  be  accounted  for,  not  by  any  public  service 
monopoly  power  (i.e.,  a  less  elastic  demand  for  public  sector  labour), 
but  by  a  higher  proportion  of  public  sector  workers  being  unionized. 

A  second  issue  is  concerned  with  how  best  to  set  public  sector 
wages.  This  is  a  problematic  issue:  in  the  private  sector,  it  is  con¬ 
siderably  easier  than  in  the  public  sector  to  assess  what  workers 
should  be  paid,  as  their  output  is  usually  easier  to  measure  and  the 
existence  of  well-defined  markets  makes  it  easier  to  attach  a  value  to 
that  output.  One  needs  to  have  some  idea  of  what  each  worker 
produces  and  how  much  it  is  worth  before  one  can  get  at  least  some 
idea  of  what  a  being  should  be  paid.  How  then  can  one  determine 
what  workers  in  the  public  sector  should  be  paid?  And  what  kind  of 
pay  structure  would  provide  the  most  incentives  for  efficiency  in  the 
public  sector? 

There  is  no  easy  answer  to  these  questions.  Canadian  governments 
have  often  attempted  to  solve  this  problem  by  making  public  sector 
wages  comparable  to  those  in  the  private  sector.  This  policy  has  the 
advantages  of  appearing  to  be  fair  to  public  sector  workers  who  would 
chafe  at  being  paid  less  than  their  private  sector  counterparts,  and  of 
providing  an  adequate  supply  of  qualified  manpower  to  the  govern¬ 
ment.  The  problem  with  it,  however,  is  that  many  jobs  in  the  public 
sector  are  simply  not  comparable  to  ones  in  the  private  sector.  At  the 
very  least,  however,  it  does  provide  some  guidance  for  some  groups  of 
public  sector  workers. 
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The  right  to  strike  and  arbitration 

The  next  major  area  of  contention  is  the  issue  of  whether  or  not  public 
sector  workers  should  have  the  right  to  strike.  If  one  decides  that  a 
particular  group  of  workers  ought  not  to  be  allowed  to  strike,  then  one 
has  to  face  the  additional  problem  of  finding  an  alternative  means  of 
settling  disputes.  This  presumably  means  some  form  of  arbitration. 
The  questions  of  the  right  to  strike  and  arbitration  are  thus  very 
closely  related. 

A  number  of  arguments  have  been  advanced  against  allowing  at 
least  some  public  sector  workers  the  right  to  strike.  One  argument  is 
that  public  sector  strikes  often  have  a  political  dimension,  while 
strikes  in  the  private  sector  usually  do  not.  A  second  and  more 
common  argument  for  restricting  public  sector  workers’  right  to  strike 
focuses  on  the  damage  that  public  sector  strikes  can  do  to  society  at 
large.  Many  public  services  are  'essential’  and  cannot  be  provided  by 
anyone  else.  A  good  example  of  such  a  service  would  be  the  police.  If 
one  accepts  this  argument,  then  the  logical  corollary  is  to  define  which 
services  are  'essential’,  prohibit  strikes  in  those  services,  and  then 
provide  an  alternative  means  of  resolving  disputes  in  those  areas. 

Of  course,  not  everyone  would  accept  that  public  sector  workers 
should  be  denied  the  right  to  strike.  For  example,  some  people  reject 
the  argument  that  the  public  is  an  innocent  third  party  in  public 
sector  strikes  since  it  is  the  public’s  interests,  either  as  a  consumer  or 
as  an  employer,  that  are  being  advanced  in  the  dispute. 

Suppose,  however,  for  the  sake  of  argument  that  there  are  certain 
public  services  where  there  should  be  no  right  to  strike.  The  problem 
would  then  be  one  of  how  to  resolve  disputes  in  those  services.  The 
sort  of  situation  one  would  want  to  avoid  is  where,  because  a  contract 
has  failed  to  be  renegotiated,  the  workers  threaten  to  strike  or 
actually  go  out  on  strike,  and  the  government  legislates  them  back  to 
work.  This  is  what  happened  in  the  recent  Ontario  TTC  dispute  -  the 
union  voted  to  strike  but  the  province  responded  by  prohibiting  the 
strike.  Such  use  of  ad  hoc  legislation  is  not  very  satisfactory,  es¬ 
pecially  if  the  legislation  is  made  retroactive.  It  makes  the  fairness  of 
the  procedure  open  to  question.  The  fairness  argument  is  that  if  we 
are  going  to  deprive  certain  workers  of  a  right  that  others  can  take  for 
granted,  then  we  ought  to  do  something  to  ensure  that  the  govern¬ 
ment  does  not  take  'unfair’  advantage  of  these  workers.  The  proper 
safeguard  would  seem  to  be  a  procedure,  agreed  upon  in  advance,  that 
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makes  provisions  for  third-party  arbitration  of  public  sector  disputes 
so  that  either  party  would  have  the  formal  right  to  call  in  an  arbi¬ 
trator  in  the  event  that  a  settlement  cannot  be  reached. 

If  one  has  arbitration,  one  needs  to  give  the  arbitrators  some  cri¬ 
teria  by  which  they  can  settle  the  disputes.  A  major  problem  with 
many  arbitration  procedures  is  that  since  the  two  disputing  parties 
often  feel  that  the  arbitrators  will  end  up  'splitting  the  difference’, 
they  end  up  submitting  inflated  or  unreasonable  demands.  This 
makes  the  arbitrator’s  job  that  much  more  difficult  than  what  it  would 
otherwise  have  been.  It  also  makes  a  breakdown  in  negotiations  much 
more  likely,  and  thus  leads  to  more  reliance  on  arbitration. 

Perhaps  the  more  effective  arbitration  procedure  is  the  one  known 
as  'final-offer’  arbitration.  Here,  after  both  parties  submit  their  offers, 
the  arbitrator  is  not  allowed  to  'split  the  difference’  between  the  pro¬ 
posals  but  rather  chooses  one  to  the  exclusion  of  the  other.  The  parties 
are  thus  not  encouraged  to  be  unreasonable  in  this  instance.  Indeed, 
each  party  is  encouraged  to  appear  the  most  fair  to  the  other.  Final- 
offer  arbitration  also  has  the  advantages  of  making  the  arbitrator’s 
job  simpler  and  giving  the  two  parties  an  incentive  to  work  out  the 
dispute  on  their  own  without  arbitration  if  this  seems  to  be  at  all 
possible. 

Restraint  programs 

Government  restraint  programs  on  public  sector  wages  have  been 
supported  primarily  for  two  reasons.  One  of  them  is  to  control  infla¬ 
tion.  This  is  based  on  a  somewhat  weak  argument,  however:  that 
controlling  public  sector  wages  may  help  to  reduce  the  possibility  of 
the  government’s  resorting  to  the  printing  press  as  a  means  of  Finan¬ 
cing  its  expenditures.  This  is  of  course  an  argument  that  only  applies 
to  the  federal  government,  since  the  provinces  have  no  way  of  printing 
money.  Others,  however,  argue  that  there  is  a  spillover  effect  of  pub¬ 
lic  sector  restraint,  in  that  it  can  tend  to  reduce  private  sector 
settlements.  The  other  main  reason  that  many  have  for  supporting 
restraint  programs  is  more  powerful:  to  help  control  public  sector 
expenditures.  This  is  a  particularly  appealing  prospect  when  deficits 
are  running  at  high  levels.  It  is  possible,  however,  that  restraints  on 
pay  may  not  necessarily  be  the  best  way  to  control  public  expen¬ 
ditures. 
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There  is,  of  course,  also  the  question  of  what  impact  the  recent 
restraint  programs  have  had  on  public  sector  wages.  What  evidence 
there  is  seems  to  indicate  that  such  programs  have  in  fact  had  very 
little  effect  (see,  for  example,  the  paper  by  Auld  and  Wilton  in  this 
volume).  This  seems  to  have  been  the  experience  of  other  countries  as 
well. 

WAGE  SETTING  AND  INCENTIVES  IN  THE  PUBLIC  SECTOR 

It  is  a  familiar  proposition  that  under  conditions  of  perfect  compe¬ 
tition,  each  factor  of  production  earns  a  'normal’1  rate  of  return  and 
resources  are  utilized  as  efficiently  as  possible.  Irrespective  of  the 
merits  of  these  outcomes,  however,  the  above  proposition  is  not  very 
helpful  in  reality  since  not  only  are  markets  far  from  being  perfectly 
competitive,  but  they  also  do  not  always  clear.  How,  then,  can  we 
know  what  the  wage  rate  should  be? 

Many  economists  have  argued  that  from  the  firm’s  point  of  view 
profit-maximization  objectives  offer  the  best  guidance  as  to  what  the 
level  of  pay  should  be.  If  a  profit-maximizing  firm  knows  the  demand 
for  its  output  (and  therefore  the  price  of  its  product),  it  could  then 
estimate  the  marginal  contribution  of  its  workers  to  the  value  of  its 
output  and  hence  the  wage  rate.  Whether  or  not  this  will  actually  be 
what  the  firm  will  pay  its  workers  is  unknown,  since  wages  would  also 
be  affected  by  collective  bargaining  as  well  as  economic  conditions. 

But  the  problem  of  finding  the  appropriate  level  of  pay  is  much 
more  difficult  in  the  public  sector.  Markets  (and  hence  prices)  for 
many  government  outputs  do  not  exist.  Further,  governments  have 
quite  different  objectives  than  those  of  the  firm.  However,  as  the  pur¬ 
pose  of  this  section  is  to  examine  how  wages  are  determined  in  the 
public  sector,  rather  than  how  they  should  be,  let  us  now  proceed  with 
an  analysis. 

Most  governments  in  both  Canada  and  the  United  States  have 
adopted  the  principle  of  comparability  with  the  private  sector  as  the 
basis  for  public  sector  wage  determination.  In  the  United  States,  the 
comparability  principle  was  legally  implemented  in  the  1962  Postal 
Service  and  Federal  Employees  Salary  Act.  This  act  required  that 
'federal  pay  rates  be  comparable  with  private  enterprise  pay  rates  for 
the  same  levels  of  work’.  Subsequent  legislation  retained  the  com¬ 
parability  principle,  but  revised  its  implementation  and  changed  its 
coverage  (see  the  Federal  Pay  Comparability  Act  of  1970  and  the  Civil 
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Service  Reform  Act  of  1978).  In  Canada,  although  public  wage 
determination  depends  heavily  on  comparisons  with  private  wages, 
there  is  no  legal  acceptance  of  the  comparability  principle  (see 
Anderson  1979). 

At  first  glance,  the  comparability  principle  seems  fair  to  both  gov¬ 
ernment  employers  and  government  employees.  While  it  assures  the 
government  of  an  adequate  supply  of  qualified  manpower,  it  also 
promises  government  employees  the  same  pay  that  they  would  receive 
in  similar  private  sector  jobs.  However,  there  are  conceptual  diffi¬ 
culties  and  technical  problems  associated  with  the  comparability  prin¬ 
ciple.  These  problems  are  summarized  below: 

1  It  assumes  that  the  private  sector  wage  is  the  market-clearing 
competitive  wage,  when  actually  this  wage  may  reflect,  as  we  men¬ 
tioned  earlier,  the  influence  of  market  imperfections  such  as  mono¬ 
poly,  licensing  regulations,  etc. 

2  It  does  not  take  into  consideration  the  possible  two-way  causality 
between  wage  rates  in  the  government  sector  and  wage  rates  in  the 
private  sector.  That  is,  not  only  may  wage  rates  in  the  private  sector 
influence  wage  rates  in  the  public  sector,  but  wage  rates  in  the  public 
sector  may  also  influence  the  level  of  wages  in  the  private  sector. 

3  Manpower  availability  is  never  considered  in  the  wage-deter¬ 
mination  decisions  except  under  shortage  conditions.  Thus,  if  the 
comparability  process  calls  for  a  wage  increase,  it  will  be  granted  even 
though  there  may  be  many  unemployed  qualified  workers  willing  to 
work  at  the  old  wage  rate. 

4  Comparisons  are  based  on  wages  only,  even  though  fringe  benefits, 
job  security,  and  quality  of  the  working  environment  comprise  an  im¬ 
portant  part  of  compensation.  To  the  extent  that  these  nonpecuniary 
benefits  vary  across  sectors,  one  would  expect  that  wages  would  reflect 
these  differences. 

5  Many  jobs  are  unique  to  the  public  sector  and  therefore  there  is  no 
comparison  group  in  the  private  sector  (for  example,  there  is  no  legal 
private  market  for  soldiers). 

6  The  comparability  principle  requires  not  only  that  federal  pay  be 
comparable  with  that  of  the  private  sector,  but  also  that  it  be  com¬ 
patible  with  the  internal  structure  of  the  government,  even  though 
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this  structure  may  not  be  consistent  with  the  internal  structure  of 
private  sector. 

We  will  now  examine  the  empirical  evidence,  both  in  Canada  and 
the  United  States,  on  public  and  private  sector  wage  and  nonwage 
differentials. 

Public  and  private  sector  wage  differentials 

Many  economic  studies  compare  wages  for  particular  job  classi¬ 
fications,  while  holding  constant  the  nature  of  the  task.  These  studies 
provide  evidence  that  suggests  that  wages  in  the  public  sector  are 
higher  than  those  in  the  private  sector  for  most  blue-collar  jobs  and 
lower  for  most  white-collar  jobs  (see  Fogel  and  Lewin  1974).  A  major 
shortcoming  of  this  literature,  however,  is  that  it  ignores  differences 
in  labour-force  quality.  Governments,  for  example,  may  be  paying 
more  simply  because  the  quality  of  the  workers  that  it  hires  may  be 
higher. 

Other  studies  emphasize  the  productive  characteristics  of  the  em¬ 
ployees  and  compare  equivalent  people  rather  than  equivalent  jobs. 
The  results  of  such  studies  also  indicate  that  public  employees  are 
paid  more  than  private  employees.  For  example,  Smith  (1977,  1982) 
finds  that  federal  employees  in  the  United  States  enjoyed  a  wage 
advantage  in  the  neighbourhood  of  15  per  cent  for  males  and  21  per 
cent  for  females  in  1975,  and  1 1  per  cent  for  males  and  21  per  cent  for 
females  in  1978.  Gunderson  (1979),  using  a  methodology  comparable 
to  Smith’s,  finds  that  in  Canada  public  sector  wages  were  higher  than 
private  sector  wages  by  8.6  per  cent  for  females  and  6.2  per  cent  for 
males.  He  also  finds,  however,  that  public  sector  employees  tend  to 
get  lower  returns  on  their  education,  experience,  and  training.  For 
this  reason,  he  finds  that  the  wage  advantage  tends  to  be  larger  for 
low-skilled  workers  at  the  low  levels  of  earnings. 

Fogel  and  Lewin  (1974)  argue  that  these  differences  in  wage 
advantages  can  be  explained  in  large  part  by  first,  the  discretion  that 
public  employees  are  able  to  exercise  in  implementing  the  compar¬ 
ability  principle,  and  second,  the  stronger  unions  that  exist  in  the 
public  sector.  With  respect  to  the  first  factor,  Fogel  and  Lewin  provide 
evidence  which  shows  that  public  employees  tend  to  exclude  from 
their  wage  sample  any  statistics  on  small  business.  Since  this  sector 
is  in  general  nonunionized,  its  wages  are  usually  lower  than  those  of 
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the  unionized  sectors.  Such  an  exclusion,  then,  creates  an  upward 
bias  in  favour  of  public  employees. 

Two  arguments  are  often  cited  to  explain  why  union  power  in  the 
public  sector  is  greater  than  that  in  the  private  sector: 

-  The  demand  for  labour  in  the  public  sector  is  inelastic  due  to  the 
essential  nature  of  many  government  jobs  as  well  as  the  limited 
opportunities  for  substitution  between  capital  and  labour  in  many 
public  services.  This  implies  that  public  employees  can  push  for 
higher  wages  without  fear  of  an  adverse  employment  effect. 

-  Public  employees  can  exert  direct  pressure  on  politicians.  Further, 
it  is  argued  (see  Wellington  and  Winter  1971)  that  public  employees, 
through  lobbying  and  support  for  pro-union  candidates,  can  favour¬ 
ably  affect  the  outcomes  of  their  wage  bargains.  (However,  as  Freund 
[1974)  argues,  the  union’s  effect  on  wages  is  directly  related  to  what 
degree  of  union  organization  there  is  and  if  there  exists  the  right  to 
strike.  To  the  extent  that  existing  legal  barriers  restrict  organization, 
collective  bargaining,  and  strikes  in  the  public  sector,  unions’  wage 
effects  thus  will  also  be  restricted.) 

Several  empirical  studies  have  been  conducted  to  test  these  argu¬ 
ments.  From  the  United  States,  Ehrenberg  and  Goldstein  (1976) 
report  that  the  elasticity  of  demand  for  public  employees  appears  to  be 
no  different  than  the  elasticity  of  demand  for  labour  in  the  private 
sector.  However,  Ashenfelter  and  Ehrenberg  (1975)  do  provide  some 
evidence  that  the  demand  for  labour  is  less  elastic  in  the  public  sector. 
Hamermesh  (1975),  using  micro  data  and  controlling  for  quality  and 
union  status,  finds  that  while  there  does  appear  to  be  a  positive  union 
wage  effect  of  up  to  9  per  cent,  this  effect  applies  equally  to  both  the 
public  and  private  sectors.  Shapiro  (1978),  controlling  for  worker 
characteristics,  region,  city  size,  and  occupation,  reports  the  same  - 
i.e.,  that  public  unions  are  no  stronger  than  private  unions. 

The  First  Canadian  study  to  estimate  union  effects  was  undertaken 
by  Robinson  and  Tomes  (1983).  The  authors  report  that: 

Union  differentials  in  the  public  sector  are  broadly  similar  to 
those  in  the  private  sector.  Thus  the  hypothesis  that  union 
premia  are  larger  in  the  public  sector  because  of  a  less  elastic 
demand  curve  receives  little  support  (p.  3). 
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In  the  same  study,  the  authors  report  that  public  employees  only  ap¬ 
pear  to  earn  substantial  'rents’  or  higher  wages  because  of  the  higher 
proportion  of  unionized  workers  in  the  public  than  private  sector. 

To  summarize,  public  employees  in  Canada  seem  to  earn  higher 
wages  than  private  employees.  These  wage  differentials  decrease  the 
higher  up  one  goes  in  the  hierarchy.  With  respect  to  the  relative 
strength  of  public/private  unions,  studies  in  the  United  States  and 
Canada  both  indicate  that  the  ability  of  unions  to  raise  wages  is  very 
similar  in  the  two  sectors.  However,  since  the  proportion  of  unionized 
workers  in  the  public  sector  is  higher  than  that  in  the  private  sector, 
public  employees  appear  to  earn  'rents’  when  union  status  is  not 
controlled  for. 

Public  and  private  sector  nonwage  differentials 

On  the  nonwage  differentials  between  the  public  and  private  sectors, 
Quinn  (1982)  reports  that  federal  and  state  retirement  benefits  in  the 
United  States  are  60  to  80  per  cent  higher  than  those  in  the  private 
sector,  while  local-government  personnel  enjoy  an  advantage  of  about 
30  per  cent.  Quinn  also  reports  that  the  US  public  sector  appears  to  be 
more  advantaged  with  regard  to  disability  and  survivors’  benefits  and 
levels  of  job  stability  than  is  the  private  sector.  He  adds  that  there  is 
no  evidence  that  working  conditions  are  any  worse  in  the  public  sector 
than  in  the  private  sector. 

Such  data  on  nonwage  differentials  are,  to  our  knowledge,  not  yet 
available  for  Canada.  However,  we  suspect  that,  as  in  the  United 
States,  public  employees  in  Canada  do  enjoy  an  advantage  over 
private  employees  with  respect  to  nonwage  benefits. 

Other  issues 

There  is  evidence,  both  in  Canada  and  the  United  States,  that  wage 
and  nonwage  differentials  have  arisen  also  because  of  governments’ 
efforts  to  redistribute  income  and  achieve  equal  pay  for  men  and 
women.  (If  this  were  true,  it  would  be  implied  that  private  wages 
mirror  public  wages  -  especially  at  the  low  levels  of  pay  -  and  not  the 
other  way  around.)  Thus,  even  though  one  may  question  the  appro¬ 
priateness  of  using  the  pay  structure  to  achieve  the  above  goals,  any 
proposals  to  change  the  means  of  setting  public  sector  wage  rates 
should  take  these  goals  into  account. 
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A  second  issue  that  has  arisen  with  respect  to  public  employees 
concerns  the  need  to  revise  the  pay  structure  so  that  it  will  provide  an 
incentive  for  higher  productivity.  Although  the  same  problem  exists 
for  large  private  organizations,  it  is  nevertheless  a  more  pointed  issue 
in  the  public  sector  for  the  following  reasons: 

-  Governments  do  not  maximize  profits.  Thus,  while  profits  can  be 
used  to  evaluate  the  relative  performance  of  a  private  organization,  in 
the  absence  of  a  profit  index  they  cannot  be  so  used  in  the  public 
sector. 

-  Recent  behavioural  studies  have  shown  that  an  individual  who  is 
confronted  with  having  to  choose  between  actions  that  advance  his 
own  interests  and  actions  that  advance  the  interests  of  the  organ¬ 
ization  will  always  choose  the  former.  Since  the  government  is 
sheltered  from  the  forces  of  competition  and  bankruptcy,  it  seems  that 
there  is  scope  for  great  divergence  within  it  between  the  individual’s 
interests  and  those  of  the  organization. 

There  is  a  wide  variety  of  incentive-payments  schemes  available. 
Simple  'piece  rates’  (that  is,  where  there  is,  aside  from  a  guaranteed 
minimum,  an  incentive  payment  that  depends  on  output)  have  been 
analysed  extensively  in  the  literature  (see  Cheung  1969;  Stiglitz  1975; 
Mirrlees  1976).  However,  whenever  there  is  a  genuine  team  element 
to  production,  or  when  monitoring  individual  productivity  is  very 
expensive,  then  incentive  contracts  that  are  based  directly  on  a 
measure  of  individual  performance  are  not  enforceable. 

Recently,  Lazear  and  Rosen  (1981)  have  analysed  compensation 
schemes  that  pay  according  to  an  individual’s  ordinal  rank  in  an 
organization  rather  than  according  to  his  or  her  output  level.  They 
show  that  under  certain  conditions,  when  workers  are  risk-neutral, 
incentives  based  on  rank  induce  the  same  efficient  allocation  of 
resources  as  incentives  based  on  a  measure  of  individual  output.  In 
addition,  there  is  some  literature  dealing  with  principle-agent  prob¬ 
lems  that  examines  incentive-contract  models  for  situations  where  it 
is  difficult  to  monitor  all  aspects  of  an  agent’s  performance.  However, 
given  the  degree  of  abstraction  and  the  assumptions  used  in  these 
models,  they  are  still  far  from  being  applicable  to  reality  (see 
Grossman  and  Hart  1983;  Malcomson  1984). 
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DISPUTE  RESOLUTION 

T  he  growth  of  collective  bargaining  in  the  public  sector 

Over  the  past  thirty  years  there  have  been  many  changes  in  the 
nature  of  public  sector  labour  practices.  One  of  the  more  important 
changes  has  been  the  increase  in  the  unionization  of  the  public  sector. 
In  the  United  States  during  the  1950s,  13  per  cent  of  the  workers  in 
the  public  sector  were  members  of  unions  (Freeman  1984,  p.  70).  How¬ 
ever,  few  of  these  workers  actually  had  contracts,  and  few  states  had 
laws  permitting  collective  bargaining  for  public  employees.  Strikes 
were  prohibited.  It  was  thus  felt  that  most  public  sector  employees 
could  not  be  organized  into  unions  (ibid.,  p.  1).  By  1980,  however, 
about  43  per  cent  of  US  government  employees  were  represented  by 
unions  and  32  per  cent  had  contracts;  on  the  other  hand,  only  22  per 
cent  of  private  sector  employees  were  represented  by  labour  organ¬ 
izations  around  this  time.  Further,  over  three-quarters  of  the  states 
had  legislation  authorizing  collective  bargaining  by  their  public 
employees  (ibid.). 

Canada’s  public  sector  also  has  become  increasingly  unionized. 
This  increased  unionization  has  carried  with  it  increased  oppor¬ 
tunities  to  strike  (legally  or  not).  In  1981,  24.8  per  cent  of  the  total 
number  of  strikes  in  Canada  were  in  the  public  sector;  this  represents 
a  significant  increase  from  the  level  of  13.2  per  cent  in  1972  (Smith 
1984,  p.  204).  Meanwhile,  by  the  1980s  in  the  United  States,  one  out 
of  eight  strikes  took  place  in  the  public  sector.  This  represents  a  sharp 
increase  from  the  1960s.  The  US  public  sector  strikes  were  generally 
of  much  shorter  duration  than  the  strikes  in  the  US  private  sector,  but 
they  generally  involved  more  workers  per  strike.  The  number  of  these 
strikes  would  tend  to  fall  during  times  of  business  expansion,  in 
contrast  to  the  procyclical  experience  in  the  private  sector  (Freeman 
1984,  p.  50).  Injunctions  often  failed  to  halt  the  strikes.  However,  the 
introduction  of  compulsory  arbitration  in  some  jurisdictions  has 
tended  to  reduce  the  number  of  strikes,  albeit  with  no  clearcut  impact 
on  the  level  of  wage  settlements. 

In  Ontario,  in  1964,  only  two  contracts  in  the  public  sector  were 
negotiated  under  a  collective  agreement.  In  1974,  151  contracts  were 
signed.  In  nine  years,  the  proportion  of  workers  in  the  Ontario  public 
sector  covered  by  union  contracts  grew  from  4  per  cent  to  almost  35 
per  cent  (Auld  and  Wilton  1981,  p.  6). 
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U  nionization,  productivity ,  and  the  level  of  employment  in  the 
government  sector 

Economists  have  shown  that  an  increase  in  unionization  in  municipal 
governments  generally  results  in  an  increase  in  the  number  of 
workers  hired  by  those  governments.  An  unpublished  ten-year  study 
of  400  US  cities  indicates  that  municipal  public  sector  unionism  raised 
employment  by  about  10  per  cent  (Freeman  1984,  p.  39).  An  increase 
in  unionization  thus  increases  the  share  of  a  municipality’s  budget 
going  to  its  workers.  It  also  results  in  a  higher  level  of  government 
services  being  provided,  as  well  as  of  the  taxes  needed  to  pay  for  them. 
This  positive  impact  on  the  level  of  employment  may  be  because 
public  sector  unions  have  lobbied  for  increases  in  the  quantity  of 
public  goods  provided  by  the  government.  Whether  this  effect  is  seen 
as  harmful  depends  on  whether  or  not  one  believes  the  government  is 
providing  too  small  or  too  large  a  quantity  of  services  (ibid.,  pp.  45-7). 

On  the  productivity  side,  Freeman  (1984)  also  reports  on  studies 
that  indicate  that  public  sector  unions  are  associated  with  either 
positive  effects  or  no  effects  on  productivity.  This  means  that  the 
output  produced  (e.g.,  the  total  construction  volume  supervised)  by  a 
person-hour  of  labour  is  not  negatively  affected  by  the  existence  of  a 
union  (ibid.,  pp.  40-3). 

Freeman  (1984)  goes  on  to  lists  several  aspects  of  public  sector 
unionization  that  have  not  been  extensively  explored  (p.  5): 

o 

the  effect  of  public  sector  unions  on  turnover  .  .  .  ,  the  net 
effect  of  unions  on  the  dispersion  of  earnings,  the  effects  of 
unions  on  employment  and  wage  responses  to  cyclical  and 
other  economic  swings,4  and,  most  important  of  all,  the  effect 
of  unions  on  the  'price’  of  output,  taxes,  property  values  and 
municipal  finances  in  total. 

What  Freeman  seems  to  mean  by  the  '  "price”  of  output’  is  the  cost  of 
producing  one  unit  of  a  particular  government  service.  For  example, 
does  it  cost  more  to  process  a  building  permit  when  the  level  of 
unionization  increases?  Does  it  cost  more  to  maintain  a  mile  of  road, 
at  some  level  of  care,  under  increased  unionization?  Does  it  cost  more 
to  borrow  a  book  from  a  public  library? 
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Arbitration  and  the  right  to  strike 

Among  the  various  topics  of  discussion  in  the  economics  of  public 
sector  labour,  two  are  especially  closely  related.  The  first  is  the  ques¬ 
tion  of  the  right  to  strike  in  the  public  sector.  The  second  is  that  of 
compulsory  third-party  arbitration  in  public  sector  labour  disputes.  If 
a  government  were  to  decide  that  a  particular  group  of  public  sector 
employees  should  not  have  the  right  to  strike,  then  an  alternative 
mechanism  for  resolving  contract  disputes  is  needed.  Compulsory 
arbitration  is  one  possible  mechanism  and  is  often  the  one  chosen.  A 
proper  evaluation  of  policy  may  not  result  unless  both  the  right  to 
strike  and  compulsory  arbitration  have  been  carefully  evaluated. 

As  mentioned  previously,  Freeman  (1984)  feels  that  the  evidence 
shows  compulsory  arbitration  to  have  reduced  the  number  of  strikes, 
but  with  no  clearcut  impact  on  the  level  of  wage  settlements.  Further, 
arbitrators’  decisions  appear  to  show  no  apparent  bias  towards  one 
side  or  the  other,  despite  frequent  claims  to  the  contrary  (p.  5).  (One 
claim  is  that  arbitration  favours  the  weaker  party.)  Final-offer 
arbitration5  appears  to  work  reasonably  well,  with  less  of  a  ’chilling 
effect’  on  negotiations  than  conventional  arbitration.  However,  we  do 
wonder  how  an  arbitrator  could  use  final-offer  arbitration  when  faced 
with  more  than  one  issue  of  contention.  That  is,  what  if  labour  is  more 
reasonable  on  wages,  but  management  on  fringe  benefits,  labour  on 
working  conditions,  but  management  on  vacation  issues,  labour  on 
pensions,  etc.?  In  this  case,  the  arbitrator’s  task  in  final-offer  arbi¬ 
tration  may  prove  to  be  very  difficult. 

In  Canada,  Courchene  (1977,  pp.  176-7)  indicates  that  arbitration 
tends  to  increase  wage  settlements  in  the  public  sector.  He  suggests 
that  unions  with  little  or  no  market  power  use  the  wage  settlements  of 
stronger  unions  as  a  basis  for  claiming  and  receiving  a  larger  wage 
settlement  during  the  arbitration  process. 

The  term  ’chilling  effect’  noted  above  refers  to  the  tendency  of  arbi¬ 
tration  to  encourage  the  parties  to  submit  unreasonable  offers  and  to 
discourage  concessions  during  the  negotiating  phase.  What  sparks 
this  effect  is  the  parties’  fear  that  the  arbitrator  will  'split  the  dif¬ 
ference’  between  their  offers.  Thus,  the  zone  of  disagreement  between 
the  two  parties’  offers  is  kept  large  (Gunderson  1983,  p.  29). 

A  second  way  in  which  arbitration  might  hamper  the  negotiating 
process  is  through  encouraging  the  'narcotic  effect’.  This  term  de¬ 
scribes  the  tendency  of  two  parties  to  not  seriously  attempt  to  arrive  at 
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a  negotiated  settlement  but  instead  to  rely  on  arbitration  alone.  It 
might  be  provoked  by  a  party’s  belief  that  it  has  poor  negotiating 
skills  or  by  weak  leaders  who  prefer  not  to  be  held  responsible  for  an 
unsatisfactory  negotiated  settlement.  In  a  more  positive  vein,  the 
narcotic  effect  could  also  be  prompted  by  a  realization  by  the  parties 
that  arbitration  is  a  superior  process  (ibid.). 

Gunderson  (1983)  adds  that  while  it  is  important  that  compulsory 
arbitration  be  regarded  as  an  alternative  to  a  strike,  it  must  not  be 
regarded  as  an  alternative  to  negotiations.  He  feels  that  we  must 
make  sure  that  there  are  incentives  in  our  arbitration  framework  that 
encourage  a  negotiated  resolution.  He  also  stressed  that  arbitration 
should  not  be  the  first  step  in  the  dispute-resolution  process;  rather, 
that  it  probably  should  be  the  last.  Further,  he  suggests  that  com¬ 
pulsory  arbitration  must  be  made  unpleasant  enough  so  that  reso¬ 
lution  by  negotiation  is  thereby  encouraged  (p.  5). 

Types  of  arbitration 

There  are  three  cases  in  which  a  dispute  might  go  to  arbitration  of  one 
sort  or  another.  When  a  contract  has  expired  and  the  issues  of  pay, 
fringe  benefits,  job  classification,  work  rules,  job  security,  or  health 
and  safety  regulations  cannot  be  resolved,  there  is  a  case  for  interest 
arbitration.  When  a  contract  is  still  in  effect,  but  one  party  has  a 
grievance  against  the  other  about  it  concerning  the  way  it  has  been 
executed,  this  is  a  case  for  grievance  arbitration.  When  a  contract  is 
still  in  effect  but  the  parties  to  the  contract  wish  to  either  add 
something  to  or  change  something  in  the  contract,  this  is  a  case  for 
both  grievance  and  interest  arbitration  combined  (Gunderson  1983, 
pp.  5-6). 

There  is  general  agreement  that  grievance  arbitration  works  well 
and  is  a  viable  alternative  to  the  use  of  the  strike  during  the  life  of  a 
contract.  However,  there  is  less  agreement  about  the  viability  of 
interest  arbitration  (ibid.,  p.  6):  Nonetheless,  an  interest-arbitration 
case  can  have  a  much  greater  impact  than  a  grievance-arbitration 
case.  Interest  arbitration  usually  involves  all  employees  and  many 
issues,  while  grievance  arbitration  could,  as  an  extreme  example,  only 
involve  interpretation  of  one  clause  of  a  contract  that  may  only  affect 
one  employee.  Interest  arbitration  thus  seems  to  be  an  onerous  task 
that  is  increasingly  shunned  by  arbitrators.  Arbitrators  seem  to  find 
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it  easier  to  decide  on  the  interpretation  of  an  existing  contract  than  to 
decide  on  the  terms  and  conditions  of  a  new  contract  (ibid.,  p.  7). 

Interest  arbitration  occurs  more  often  in  the  public  sector  than  in 
the  private  sector  for  a  number  of  reasons.  In  the  public  just  as  much 
as  in  the  private  sector,  both  labour  and  management  suffer  when 
there  is  a  strike.  While  third  parties  to  private  sector  strikes  can 
usually  buy  elsewhere  and  thereby  exert  market  pressure  for  an  end 
to  the  strike,  the  third  parties  who  are  hurt  by  a  strike  in  the  public 
sector  usually  cannot  buy  the  relevant  service  elsewhere.  Often  the 
service  is  of  an  essential  nature.  Because  of  this  unique  nature  of 
publicly  provided  services  and  the  lack  of  alternatives,  there  often 
exists  legislation  preventing  public  sector  strikes  and  providing  in¬ 
stead  for  compulsory  interest  arbitration  in  situations  where  collec¬ 
tive  bargaining  fails  to  produce  a  negotiated  settlement. 

Types  of  third-party  interventions 

In  contrast  to  arbitration,  which  is  by  definition  binding,  there  are 
several  types  of  nonbinding,  third-party  interventions.  Under  con¬ 
ciliation,  a  third  party  would  assist  in  negotiations  but  make  no 
recommendations.  Mediation  is  basically  a  stronger  form  of  third- 
party  involvement,  usually  occurring  when  a  strike  is  imminent  or  in 
progress,  but  again,  no  formal  recommendations  are  made.  Fact- 
finding  is  the  strongest  form  of  nonbinding  intervention,  in  that 
recommendations  are  made  in  this  process  (ibid.,  p.  7). 

The  case  for  the  right  to  strike  in  the  public  sector 

Gene  Swimmer,  in  his  paper  for  this  conference  volume,  rejects  many 
of  the  aforementioned  and  other  arguments  that  are  given  to  explain 
how  a  strike  in  the  private  sector  differs  from  one  in  the  public  sector. 
For  example,  he  rejects  the  idea  that  the  private  sector,  unlike  the 
public  sector,  is  devoid  of  politics.  He  points  out  that  a  political  dimen¬ 
sion  is  present  in  all  government  interactions  with  private  sector 
interest  groups.  It  exists,  for  example,  in  the  government’s  dealings 
with  corporations  when  it  is  buying  goods  and  services  from  them  or 
when  it  is  ensuring  that  they  are  meeting  regulatory  standards. 
Further,  corporations  routinely  threaten  the  government  with  the  use 
of  political  sanctions.  Just  as  we  do  not  advocate  legislation  pre¬ 
venting  corporations  from  withdrawing  their  services,  then,  he 
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believes  we  also  should  not  prevent  government  workers  from  with¬ 
drawing  their  services,  i.e.,  by  striking. 

Swimmer  also  rejects  the  idea  that  public  sector  strikes  must 
unavoidably  hurt  third  parties  that  are  innocent.  He  quotes  Weiler 
(1980,  p.  239): 

the  general  public  is  not  an  innocent,  uninvolved  bystander  in 
the  dispute  between  the  government  employer  and  its  union. 

The  public  is  the  employer  -  to  an  even  greater  extent  than  are 
the  shareholders  of  private  corporate  employers.  It  is  the 
interests  of  the  public  that  are  being  advanced  at  the  other 
side  of  the  table,  either  as  the  consumers  of  the  services  who 
want  to  maximize  employee  production,  or  as  taxpayers  who 
want  to  minimize  labour  cost. 

Swimmer  feels  that  the  most  legitimate  justification  for  denying 
the  right  to  strike  is  that  the  denial  of  some  of  the  services  provided  by 
the  government  would  cause  irreparable  damage  to  society.  However, 
he  notes  that  if  one  accepts  this  justification,  one  must  also  agree  that 
the  existing  legislation  on  dispute-resolution  procedures  is  illogical,  in 
that  it  forbids  strikes  for  people  that  should  be  permitted  them  (e.g., 
hospital  cafeteria  workers)  and  permits  strikes  for  people  that  should 
be  forbidden  to  strike  (e.g.,  hydro  workers  in  the  winter). 

The  alternative:  compulsory  arbitration 

Arbitration  may  either  be  voluntary,  i.e.,  with  both  parties  agreeing 
to  it,  or  it  may  actually  be  required  by  law.  However,  in  the  public 
sector  the  distinction  between  voluntary  and  compulsory  arbitration 
is  often  blurred.  The  parties  involved  may  voluntarily  agree  to 
arbitration  only  because  they  know  that  if  they  do  not,  then  arbi¬ 
tration  will  be  forced  upon  them  by  the  legislature.  However,  in 
general,  once  arbitration  begins,  it  really  should  not  matter  whether 
it  is  a  voluntary  or  compulsory  action  (Gunderson,  1983,  pp.  9-10). 

Compulsory  interest  arbitration  can  be  of  two  types:  ad  hoc  or 
statutory.  Ad  hoc  arbitration  is  what  is  imposed  if  the  government 
passes  special  legislation  when  a  particular  strike  endangers  public 
safety  or  threatens  to  disrupt  the  economy.  (The  latter  case  is  more 
common  in  the  quasi-public  sectors  -  transportation,  communications, 
utilities  -  or  during  wartime.)  Statutory  compulsory  arbitration  may 
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be  required,  for  some  sectors,  as  the  ultimate  dispute-resolution  pro¬ 
cess  for  all  disputes;  or,  it  may  only  be  allowed  to  be  used  as  an  option 
if  requested  by  both  parties,  or,  less  frequently,  if  requested  by  the 
workers  alone  (ibid.,  p.  11). 

The  government  may  intend  ad  hoc  compulsory  arbitration  to  be 
used  only  once  for  a  particular  sector  or  group  of  employees.  However, 
there  is  now  the  risk  that  the  parties  will  come  to  expect  that  in  each 
subsequent  dispute,  the  government  will  readily  impose  ad  hoc 
arbitration  again.  This  expectation  could  result  in  the  parties 
incorporating  the  risk  of  arbitration  into  their  bargaining  positions. 
There  is  also  the  danger  in  ad  hoc  arbitration  of  politicization  of  the 
negotiation  process  and  of  changing  the  rules  in  the  middle  of  the 
process.  Ad  hoc  imposition  of  arbitration  also  does  not  appear  to 
provide  for  any  long-term  resolution  of  fundamental  differences  (ibid., 

pp.  11-12). 

Gunderson  (ibid.,  pp.  10-11)  concludes: 

1  Arbitration  will  always  have  associated  problems  that  must 
be  dealt  with  but  that  can  never  be  solved  completely. 

2  It  is  expected  that  both  labour  and  management  may 
severely  criticize  the  arbitration  process  and  its  outcomes,  and 
their  concerns  may  well  be  legitimate  ones,  not  just  bargain¬ 
ing  stances. 

3  Most  important,  negotiated  settlements,  whenever  feasible, 
are  to  be  preferred  to  arbitrated  ones. 

4  Following  from  the  other  arguments,  while  arbitration  may 
be  necessary  in  the  public  sector,  it  is  at  best  an  imperfect 
dispute-resolution  procedure. 

It  is  interesting  to  note  that  Gunderson’s  conclusions  would  seem  to 
also  apply  to  the  private  sector  where  the  general  experience  has  been 
that  once  negotiations  have  failed,  the  parties  involved  -  both  labour 
and  management  -  prefer  a  strike  to  arbitration,  despite  its  more 
obvious  costs  (Gunderson  1983,  p.  9). 

The  effects  of  arbitration 
Effects  on  wages 

In  general,  arbitration  seems  to  yield  a  slight  upward  bias  for  wages 
and  to  reduce  wage  dispersion  (i.e.,  it  tends  to  keep  close  together  the 
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wage  settlements  that  are  granted  to  comparable  groups  of  workers) 
(Gunderson  1983,  p.  33). 

Auld,  Christofides,  Swidinsky,  and  Wilton  (1981)  find  that  public 
sector  wage  settlements  were  generally  affected  by  the  number  of  job 
vacancies  in  the  economy.  However,  arbitration  rewards  were  un¬ 
related  to  this  variable. 

When  arbitration  is  first  introduced,  it  appears  to  result  in  an 
initial  upward  bias  for  settlements  as  the  weaker  units  catch  up. 
There  is  some  limited  evidence  that  arbitrators  are  conservative  in 
innovating  on  nonwage  items,  and  that  arbitration  does  not  prompt 
spillover  effects  in  the  private  sector  (Gunderson  1983,  p.  33). 

Spillover  effects 

In  an  aggregate  sense  (looking  at  the  public  sector  as  a  whole)  Auld 
and  Wilton  find  that  'Ontario  public  sector  wage  settlements  [in 
general  and  not  just  arbitrated  settlements]  did  not  affect  private 
sector  settlements’  (1981,  22).  Wage  spillovers  from  either  the  federal 
government  or  the  Ontario  private  sector  to  the  Ontario  public  sector 
were  not  found  to  be  significant  (p.  21).  However,  Auld  and  Wilton  did 
find  that  spillover  effects  were  important  within  disaggregated 
subsectors.  For  example,  their  1981  results  indicate  that  the  last  four 
settlements  in  the  health  sector  would  strongly  affect  a  current 
settlement  in  the  health  sector  (p.  35).  They  also  find  that  arbitrated 
public  sector  settlements  seem  to  influence  other  public  sector 
settlements.  Their  explanation  is  that  public  sector  employers  might 
feel  that  these  arbitration  decisions  were  fair  and  equitable  and  ought 
to  be  followed. 

If  the  authors’  1981  conclusions  are  still  valid,  then  arbitrated 
settlements  are  of  special  importance  in  that  they  are  the  only  kind  of 
settlement  that  will  have  an  impact  on  settlements  even  in  other 
areas  of  the  public  sector.  Further,  the  fact  that  a  particular  mech¬ 
anism  for  setting  public  sector  wages  is  regarded  as  fair  and  equitable 
may  be  important  in  deciding  whether  to  further  utilize  that  policy. 

Auld  and  Wilton’s  paper  in  this  conference  volume  updates  the 
findings  of  their  1981  study. 

Effects  on  the  frequency  of  subsequent  strikes 

Arbitration  settlements  seem  to  seldom  lead  to  strikes.  Those  that  do 
occur  are  of  short  duration.  This  reduction  in  strikes  and  length  of 
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strikes  ultimately  makes  unionism  more  palatable  to  professional  and 
white-collar  workers.  It  seems  unlikely  that  the  virtually  complete 
unionization  of  the  federal  public  sector  would  have  been  achieved  if 
arbitration  were  not  available  as  an  alternative  to  militancy  and 
strikes  (Gunderson  1983,  pp.  34-5). 

Effects  on  union  management  and  practices 

As  arbitration  requires  skilful  presentation  of  arguments  and  factual 
information,  it  results  in  the  use  of  more  professional  staff  and  a 
greater  degree  of  centralization  on  the  part  of  both  unions  and  man¬ 
agement  (Gunderson  1983,  pp.  35-6). 

The  politics  of  arbitration 

Arbitration  (other  than  ad  hoc)  will  result  in  the  unions  concentrating 
less  on  appealing  to  public  opinion  and  politicians  and  more  to 
arbitrators.  However,  some  may  not  approve  of  the  arbitrators’  lack  of 
political  accountability  or  of  the  removal  of  the  responsibility  for  large 
wage  settlements  from  the  government.  Politicians,  on  the  other 
hand,  may  favour  the  arbitration  process  since  it  permits  them  to 
avoid  situations  that  could  potentially  become  politically  unpleasant 
(Gunderson  1983,  p.  36). 

How  widespread  is  the  practice  of  arbitration  in  the  public  sector? 
Gunderson  (1983)  states  that  fIn  Ontario  15  to  25  per  cent  of  all  col¬ 
lective  agreements  and  employees  covered  by  collective  agreements 
are  currently  in  situations  in  which  a  sector-specific  statute  makes 
compulsory  arbitration  the  ultimate  dispute-resolution  procedure’  (p. 
27).  In  1981,  45.5  per  cent  (from  25.8  per  cent  in  1980)  of  the  agree¬ 
ments  in  sectors  where  compulsory  arbitration  was  required  by  law 
actually  ended  up  going  to  arbitration  (p.  22).  In  sectors  where  arbi¬ 
tration  was  voluntary,  the  rates  were  much  lower  -  2.6  per  cent  in 
1981  (down  from  5.8  per  cent  in  1980).  Arbitration  rates  are  almost 
nil  (less  than  0.1  per  cent,  both  in  1980  and  1981)  for  all  the  rest  of  the 
settlements  in  Ontario,  including  those  in  the  private  sector.  In  1981, 
10.5  per  cent  (1980:  4.4  per  cent)  of  all  collective  agreements  in 

Ontario  ended  in  arbitration  (p.  22).  These  usage  rates  'may  seriously 
understate  the  impact  of  arbitration,  since  many  negotiated 
settlements  are  based  on  arbitrated  ones’  (p.  27). 

In  this  conference  volume,  Swimmer  presents  Ontario  Ministry  of 
Labour  data  on  those  Ontario  public  sector  contracts  that  were  settled 
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in  sectors  where  strikes  were  permitted.  The  period  covered  is  Jan¬ 
uary  1979  to  September  1982.  He  finds  that  93  per  cent  of  the 
contracts  (covering  94  per  cent  of  employees)  were  settled  without  a 
strike.  He  then  presents  the  data  from  the  same  period  for  sectors 
where  legislation  requires  arbitration.  In  these  sectors,  only  59  per 
cent  of  the  contracts  (covering  63  per  cent  of  employees)  were  settled 
by  the  parties  without  resort  to  arbitration.  Swimmer  concludes  that 
arbitration  promotes  more  impasses. 

From  all  the  above  arguments,  the  issue  of  whether  the  government 
should  or  should  not  allow  the  right  to  strike  can  be  seen  to  be  an 
extremely  complex  matter.  We  conclude  by  mentioning  that  there  is  a 
possibility  that  the  courts  may  decide  that  a  permanent  ban  on  the 
right  to  strike  violates  the  freedom  of  association  as  guaranteed  by  the 
Charter  of  Rights  (see  Swimmer  in  this  volume).  However,  this  ruling 
would  still  leave  the  government  with  the  option  of  imposing  ad  hoc 
compulsory  arbitration  when  needed. 

CONTROLLING  WAGES  IN  THE  PUBLIC  SECTOR  BY  LEGISLATION 

We  have  just  completed  a  period  during  which  public  sector  wage 
increases  were  constrained  by  legislation.  The  Public  Sector  Com¬ 
pensation  Restraint  Act,  or  Bill  C-124,  was  an  act  which  constrained, 
for  two  years,  wage  increases  for  most  federal  employees  to  6  per  cent 
in  the  first  year  and  5  per  cent  in  the  second  year,  effective  29  June 
1982.  Most  provincial  governments  adopted  similar  measures.  For 
example,  on  21  September  1982  the  Treasurer  of  Ontario,  the  Hon. 
Frank  Miller,  introduced  a  program  of  public  sector  wage  restraint. 
As  these  programs  occurred  so  recently,  studies  of  their  impact  are 
only  now  beginning  to  appear. 

The  reasons  given  for  wage-restraint  programs  are  numerous.  Gov¬ 
ernments  claim  that  they  are  under  such  severe  budget  constraints 
that  there  is  a  likelihood  that  sufficiently  large  increases  in  wage 
rates  would  require  layoffs.  Further,  there  is  concern  over  possible 
spillover  effects  of  public  sector  wage  settlements  onto  private  sector 
wage  settlements. 

The  constraints  are  meant  to  help  fight  inflation.  One  basis  for 
legislating  limits  on  public  sector  wage  increases  is  the  view  that  the 
public  sector  labour  market  is  particularly  insensitive  to  labour-mar¬ 
ket  conditions.  In  particular,  it  is  thought  that  wage  increases  would 
not  be  sufficiently  moderated  by  the  existence  of  high  unemployment. 
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Whether  there  is  any  evidence  from  our  recent  experience  with  '6  and 

5’  to  support  some  of  these  claims  is  discussed  in  Auld  and  Wilton’s 

paper  in  this  volume. 

NOTES 

1  If  each  factor  of  production  receives  in  its  present  employment  an 
amount  equal  to  what  it  could  have  earned  anywhere  else  in  the 
market  then  such  a  rate  of  return  is  considered  to  be  'normal’. 

2  This  does  not  mean,  however,  that  this  level  of  pay  would  be 
desirable  from  society’s  point  of  view. 

3  Turnover  in  the  public  sector  is  known  to  be  lower  than  in  the 
private  sector  (Freeman  1984,  p.  5). 

4  At  one  point,  many  analysts  felt  that  public  sector  labour  markets 
were  less  responsive  to  economic  conditions  than  those  in  the 
private  sector.  However,  Freeman  (1984)  questions  this  view, 
based  on  US  experience.  In  the  1960s  there  was  a  sharp  increase  in 
public  sector  wages  and  employment  relative  to  the  private  sector. 
This  was  followed  by  sharp  decreases  in  the  1970s  (p.  36). 

5  Under  Final-offer  arbitration,  the  arbitrator  must  choose  between 
the  employer’s  and  the  union’s  Final  offers.  This  encourages  both 
parties  to  make  reasonable  Final  offers.  The  greater  risk  of  an  all- 
or-nothing  settlement  also  encourages  a  negotiated  settlement 
(Gunderson  1983,  p.  12). 
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